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PREFACE 

T he arfument of this book is addressed to those who 
jesire to order their daily lives, in the home, in the 
* shop,^in the factory, or on the farm, in conformity 
witf the highest ethical standards, or, in more familiar 
words, to live according to the will of God ; and to then' only. 
They constitute, I hope, a laige portion of mankind, but be 
that as it may, 1 know that there are at present amo^ 
them many who are sorely perplexed in mind, and gravely 
disturbed in conscience, by the apparent contradiction 
btf^een the precepts of Ethics and the laws of Economics. 
'^i[t is my earnest hope that in this book they may find some 
helj^ towards the solution of their difficulties. 

•Others, not thus troubled, will, I hope, find here an 
exposition, as simple as I can ^make ft, of the leading 
principles of Economic Theory, as understood and ex- 
' poundj|d by the Classical Economists. But the book is 
distjpguished from any oyer text-4xx>k^*4tin5wn to me 
by the abundance of concrete illustrations, and by occa- 
sional excu^ions into tl^ domain of Economic history. 
1 have throughout attested totutilize such knoi^ledge as 
■Jbi^possess of affairs, jimicularly of finance and industry, 
alike for the purMe of supporting the conclusions of 
Economic Theor^J^y reference to t!ie ^tual facts of 
badness, and al^ in the hope of disarming file suspicion 
still ^tertain^C by ' practical ’ men of the merely theo* 
rdCical Economist* 

How far I have^isucceeded it is for my readers to^udge; 
tntt LfWfcyititled to ask that they will bear in mind 



M EC0N0MIQ3 4KD eIhiOB 

the ptupoee which has inspired the book, and the atidi6i|^— 
spe(^ but not, I hope, restricted— >to which its aignmentis 
addressed. 

1 have incur^d, needless to say, innt^erable obliga» 
tions to my predecessors, but I hope I have not^TJlnitted 
from my list of authorities any to whom I thus 
^indebted, though my Economic studies have ranged so 
wide, and have extended over so long a time, that I cannot 
be absolutely sure, and for my unacknowledged ^ebts I must 
crave pardon. To the list of authorities I have appended 
a list of the articles which I have contributed, in recent 
years, on Economic subjects to Reviews^ not because i ha^ 
actually incorporated any of those articles in the pr^s^t 
volume, but as a form of acknowledgement to the pro- 
prietors and editors of those Reviews for any otherwise 
unacknowledged borrowings from my previous writings. 
T6 my friends Mr. L. L. Price, late Fellow and Treasurer 
of Oriel College and Reader in Economic History in 
the University of Oxford, and Mr. P. E. Roberts, FelJ^ 
and Tutor of Worcester College, I am deeply indebted for 
kind help in the correction of proofs. 


J. A. R. MARRIOTT 

Oxford 
July 1923 
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EO0NOMICS AND ETHICS 

BOQK-'I. INTRODUCTORY 
CHAPTER I 
ECONOMICS AND ETHICS 

‘ ‘ A great nation does not mock Heaven and its Powers, by pre- 
tending belief in a revelation which declares the love of money to 
be the root of all evil, and declaring at the same time that it is 
actuated and intends to be actuated by no other motive.’— Ruskin, 

^8e$ame. ^ 

‘ No man can serve two masters, for either he will hate the one ' 
and love the other, or else he will hold to the one and despise the 
other. Ye cannot serve God and mammon.* — St, Matthew vi. 24. 

* The ^rtue of the citizen must be relative to the constitution of 
which he is a mtmber. If then there are many forms of govern- 
ment, it is evident that the virtue of the good citizen cannot be 
the on! perfect vMue. But we say that the good man is he who 
has uprfect virtue. Hence it is evident that the good citizen need 
not of necessity possess the virtue which makes a good man. — 
Aristotle, Politics, Jowett’s translation, IJI, iv. 3.* 

I S it possible to bo at once d good Christian and an Purpose 
orthodox economist ; to be AiccessfuHn business with- 
oift contravening the precepts of Christ; to devote book.** 
oneself wholeheartedly to the service of the State, and yet 
pay due regard to the paramount claims of Christian 
morality 1 In short, are Politics an5 Economics compatible 
with Ethics ; is the pursuit of wealth consiste^bt with the 
service of God ? These questions are to-day ]^erj^ing the 
minds and troubling the consciences of many tnen and 
womei! who would fain serve God, deal justly with their 
neighljpurs, and order their own lives in accordance with 
the dictates of Christianity. It is in the hope of con- 
Crihiting to their solution that the followincr pafires have been 
penned 
1 
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The antithesis between God and mammon is mn^blder 
than the phrase which has familiarized it to Christendom. 
The philosophers of Ancient»Greece were greatly concerned 
with it, though under a slightly differenUaspect ; the/ Were 
at pains to discern the true relation between Ethics— the 
problem of right conduct for the individual, al^ Politics, 
the science of the ordering of the State. In the RepuUic^ 
of Plato, for example, Politics are entity subordinated to 
Ethics. ‘ The State writes a modem olmipeutator, ‘ is to 
be so fashioned that the influence of its org|p.nization may 
create in the souls of its individual citizens that habit ^nd 
proportion which is profitable for eternity . Justice in 
the State is a mere image of the true justice >^i6h is 
a condition of the individual soul. The true criterion of 
a constitution is to be found by asking what training for 
eternity it aflbrds.* ^ Similarly, in the Qorgias, Plato makes 
' the virtue of a citizen consist in the moral improvement of 


his fellows, not in adding to the material defences of the 
State, while Socrates consistently maintained that^it was 
impossible to be a good citizen without moral goodness.^ 
Aristotle. Aristotle’s teaching on this matter is somewhat leifi free 
from ambiguity. Both in the Ethics and in the Fo^iics 
he addresses himself to the question whether the virtue of 


a good man is the 8S.me as that of a good citizen. The 
citizen is ‘good’ in pro^rtion as he contributes to the 
safety and prosperity of Ihe State. But since there are 
many forms of government, and since the qualities wh^jh 
serve one State are not identical with those required for 
the service of another, ‘ it is evident that the virtue of the 


good citizen cannot be the one perfects virtue, nor need thO' 
good citizen* of necessity possess the virtue which makes 
a good ihsn.’ ® In the ideal State the two kinds of virtue 
may inde^^closely approximate, but even there the identi- 


fication is not complete. 


Th« 

Proj^tU. 


The Hebrew prophets approached the problem^ from 

* W. Temple, Plato and Chrigtianity^ p. 82. 

• Xenophol, Memorabilia. IV, ii. 11. , 

» PoWiw, III,iv.8. * 
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» dil^rat staadpomt To them Ethics and Politics were 
inseparable. * Obey my voice and I will be your Qod, and 
ye shall be my people ; and walk ye in all the ways that 
I liaVe commanded you that it may be well unto you/^ 
* What doth the Lord require of thee but to do justly and 
to love *)frcy, and to walk humbly with thy God.’ ^ These 
^are primarily ethical precepts, yet the Hebrew prophets 
were not merely preachers but statesmen to whom private 
morality waa^'rfe indispensable condition of political 
stability. Apostasy is punished by expatriation. ‘ Ye have 
bo(ne the tabernacle of your Moloch and Chiun your 
images, f he* star of your god, which ye made to yourselves. 
Thdtefpre will I cause you to go into captivity beyond 
Damascus, said the Lord.’^ 

The teaching of Christ himself on this subject demands 
more detailed examination. 

It is commonly asserted and even assumed that th^ 
teaching of the founder of Christianity was in the main 
what#ve should now describe as socialistic. Pastor Nau- 
mann of Frarikfurt, distinguished alike as a theologian and 
a p\|blicist, declared that Christ is ‘on moral grounds 
a radical enemy of capital F. Nitti, the Italian Economist, 
regarded it as self-evident that ‘poverty wastin indispensable 
condition for gaining admission to the kingdom of Heaven 
R^nan affirmed that Christ’s cdnception of the world was 
‘ socialist with a Galilean colcwring wjiile a well-known 
^JpeAjan writer went so far as to declare that ‘ no man 
can read the Gospel without seeing that Jesus regarded 
industrial wealth as a moral fall and a social viotence’.* 

. Christ’s own teaching and practice are, it is submitted, very 
far from lending themselves to conclusions so clear-cut or 
so dogmatically stated. The Christian fs ind^stf warned 
that he cannot serve God and mammon, but equally he is 
bidddh to render to Caesar the things which are Caesar’s, 

' Jtr. vii. 23. * Micah vi. 8. ’ Amos v. 26, 27. 

* These and many other passages to similar effect are quoted in 
tJtiUi Christ and the Social Question Professor F. 6. Peabody^ of 
HalWrd (^l^ngllan & Co.), chgap edition 1^18. To this remarkable 
book 1 wish to aoknowledgwmy great indebtedness. 

1 # 


Christ and 

Econo* 
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as well as to Qod the tlungs which are Ood’s. Wfhm 
obligations to discharge as the citizen of a tempor^ State, 
and to the eternal ruler of .the universe. Nor may the 
necessities of day to day existence be ignored: man,*i^ is 
true, does not live by bread alone, but the multitude must 
be fed ; and the feeding, so the Christian ap(^agi8t8 of 
to-day insist, ought to be on a*generous scale. That Christy 
was deeply concerned in regard to the deceitfulness of 
riches, as to the eflfect of great posse8si?l!iM»pon the cha- 
racter of the individual, cannot, of course, be denied. 
Warnings as to the danger likely to accrue from gi;eat 
wealth abound in the Gospels : ‘ Blessed be ye pOor*'. . . 'Woe 
unto you that are rich ; ’ ‘ How hardly shall they th%t have 
riches enter into the kingdom of God and much more to 
similar effect. Be it observed, however, that it is the 
spiritual aspect of the matter upon which Christ lays 
•stress; and not the Economic. It is, according to the 
version of St. Matthew, the poor in spirit who are blessed, 
St. Luke, who has been described as ‘ the socialist ^ong 
the Evangelists’, omits the qualifying words. Similarly 
St. Mark reports Jesus as saying, ‘ how hard it is for ^hem 
that trust in riches to enter into the kingdom of Gpd 
' while St. Luk» reports the saying in the cruder form 
already quoted. It cannot, indeed, be questioned that 
Christ regarded riches as ^n encumbrance to the spiritual 
life of the individual. Nevekheless, He insisted that wealth, 
like other talents, must not be hidden in a napkin : fiiat jt 
ia a responsibility for which an account will be required 
and nfust be given. 

The whole question wis, indeed, appK)ached by Him with 
a reserve and*a caution not always imitated by those who 
claim to^jj^k in His name. When confronted, for example, 
with the question as to the division of an inheritance, 
Christ peremptorily declined to be drawn into an^ dis- 
cussion of the specific point : ‘ Man, who made me a jpdge 
or a divider over you 1 * But while avoiding the immediate 
issue, He proceeded V> utter a warning in general teams 
against^the sin of covetousness : ** Take heed^anf beware of 
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for a man's life consisteth not in tiie abun- 
dance qf the things which he poesesseth/ Then, having 
enunciated this general truth# Christ went on to illustrate 
it By the parablc^f the rich man who, embarrassed by the 
abundance of his harvests, proposed to build larger bams, 
and, on life strength of his accumulated wealth, to devote 
„the remainder of his days S) a life of ease, pleasure, and 
self-indulgence. We must look a little closer into this 
parable. Chri^* was not, of course, deploring the plen- 
teousness ofl the harvest. The plenteousness of the 
h^est was evidently an advantage to the community, 
no less than to the individual. The abundant harvest 
nec^^itated bigger farm buildings. To pull down his 
bams and to build greater was on the part of the farmer 
merely an act of prudence and common sense. This could 
not have evoked the reprobation of the Master. Plainly it 
was the use to which the fortunate farmer proposed to puf 
his wealth. ‘ Soul, thou hast much goods laid up for many 
years.^ Take thine ease, eat, drink, and be merry.* Swift 
came the Nemesis: ‘Fool, this night thy soul shall be 
required of thee. Then whose shall those things be which 
thcu hast provided ? ’ Finally, the moral is drawn in set 
terms : * So is he that layeth up tre^ure fdr himself and is * 
not rich toward God.’ ^ 

The whole incident is emin^tly characteristic of our 
Lord's method, and by no Snc has Jihat method been 
Oaalysed with greater insight and more acumen than by 
Professor Peabody of Harvard. ‘ Whatever social teaching 
there may be in (the Gospels), and Jiowever weighty It may 
be, the mind of the Teacher was primarily turned another 
way . . . Jesus does not fling himself into the social issues 
of his time. He moves through them with a ftt?ange tran- 
quillity ; not as one who is indifferent to them, l)ut as one 
whole eye is fixed on an end in which these social problems 
will#find their own solution . , . Jesus will not be diverted 
by the demand for a social teaching from the spqpial 


* St Luke zil 14 leq. 
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message of spiritual renewal which he is calletT to 
bring ... In short, Jesus approaches the social question 
from within; he deals with individuals ... It is for 
others to serve the world by organizati^ ; he serves^ it 
through inspiration. It is for others to offer what the 
theologians once called a scheme of salvation ; %(lhe only 
• salvation Jesus offers is through saviours, and saviours are, 
those who have sanctified themselves for others’ sakes.’ ^ 

This truth is emphasized by two modetn theologians 
who, approaching the problem from widely differing angles, 
nevertheless reach a similar conclusion. ‘The Gk)8pel*, 
writes Dr. Harnack, the eminent German critic, ‘is not 
one of social improvement, but of spiritual reden\ption.’ 
‘Christ’, writes an Irish divine, ‘proceeded to form his 
kingdom by the simple method of winning the heart of 
the individual and then uniting in a brotherhood all whose 
hearts had been won.* 

Still, the witness is not indeed all on one side. Of late 
Church. y®ars. indeed, the emphasis, more particularly perh»p8 in 
the English branches of the Christian Chuich, has been 
quite the other way. Thus the Lambeth Conference of 
Bishops in 1897 declared : ‘ Christian opinion ought to con- 
demn the belief that economic conditions are to be left to 
the action of material causes and mechanical laws.’ The 
Committee of Inquiry, apjjointed in 1917 by the Arch- 
bishop of CanterJ^ury, to Report on ‘ Christianity and 
Industrial Problems laid great stress upon the subordiq^ 
tion of Economics to Ethics. ‘ The man who directs his 
life primarily to laying up treasures on earth sins both 
against himself and against his neighbour,’ Again; ‘The 
common assumption that the attainment of riches is one 
of the mSh^ends ^f man, and that the criterion of social 
• 

* Professor Rauschenbusch similarly writes : ‘ Christ was not a social 
reformer of the modern type ... He saw the evil in the life of man 
and their sufte rings, but he approached these facts purely from the 
moral and not from the Economic or Historical point of view.* 
Chr^ianity and the Social Cnsis, p. 47. 

• Archbishop D’Arcy, hf Armagh, Primate of Irelai^ Anglieon 

SdMys, p.H. ^ 
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ocgiftixatioii is its power to facilitate them, is not so much 
un-Ghnstian as anti*GhristiaiL’ ' ‘ In such matters *, writes 
the Bishop of Winchester, ‘ as those of the living wage with 
ade^ftate leisure ^nd security of employment, the status 
of the worker within the industry in which he works, 
the pron^on of full opportunities for all of education, 
^health, and housing, moral principles which Christianity 
creates or recogmzes, claim to dictate first charges to which 
the Economic process must submit and conform.'* This 
is unquestioi^^ibly a large claim, and its implications will 
depaand detailed consideration later on. Meanwhile, the 
question* may be bluntly asked, whether it is sinful to 
save, whether it is true tliat the man who lays up treasures 
on earth sins both against himself and against his neigh- 
bours ; whether it is an anti-Christian assumption that the 
attainment of riches is one of the main ends of man. The 
words italicized in the abov'c quotations unquestionabljs 
indicate strong prejudice against the acquisitive arts and 
againat the individual possessor of wealth. Is there any 
sufficient ground in Christian Ethics for such prejudice? 
Doe| not the whole question largely turn upon the meaning 
of^words and the definition of terms? That great posses- 
sions may be a dire temptation to the individual has been, 
already frankly admitted; but it iif plain that it was from 
the point of view of a snare to individual chanujter that 
the solemn warnings of Christ were uttered. The econo- 

E * ? however, is bound to regard the matter leas from the 
dpoint of the individual than of Society. Moreover, it 
may serve to dispel some prejudices if we translate the 
biblical terms into their modem* equivalents; if we sub- 
stitute for ‘the attainment of riches', the production of 
wealth ; for ‘ the laying up of treasure J, ‘ the accumulation 
of capital ’. In the production of wealth, the jvhole com- 
munity is profoundly and vitally interested. To that pro- 
duq^ion the accumulation of capital is in the modem world 
an indispensable preliminary. Consequently, the greater 

* ChriSianltifjind Indu^rial Problems^ pp. 12 - 18 . Hid. ix. 
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tihe fUDoant of treasure laid up, the easier will 
ditions of life be for the mass of the people. 

Still) the prejudice against the rich man, against the 
accumulation of wealth, persists, It goei^ indeed, so ftui as 
to inspire the notion that the man who leaves behind him 
a large fortune is morally condemned. I cull random 
from a daily paper the folfcwing words: ‘From being 
a grocer’s assistant at Mr. ~ rose to be a prosperous*^ 
provision merchant. He founded the firm c^l Preserved 
Food Manufacturers, bearing his name, and |eft a fortune 
of £154,339.’ Now it is a question of vital importai^e, 
alike for students of Ethics and of Economics, te determine 
whether Mr. — ’s life was from the point of view of 4he 
community well spent. Would it have been better for his 
fellow-men if Mr. — had died the grocer’s assistant, ‘ worth * 
a few pounds ? He would then, one must presume, have 
avoided the reproach of those who regard the acquisition of 
money as a sin. As it was, he attained riches, and laid up 
treasures on earth. In the process of acquisition he ijjay or 
may not have jeopardized his own soul, but it. is important 
to press the question whether in doing so he sinned agjinst 
his neighbour as well as against himself. ^ 

If the wealth pf one man implies the poverty of another 
the answer to this question cannot be in doubt. A great 
moralist has committed himself to this opinion : ‘ The art of 
making yourself rich, in theVdinary mercantile economists 
sense, is equally add necessarily the art of keeping 'your 
neighbour poor.’ ^ Is Ruskin’s statement true ? Does*il 
not, rather, depend for its validity on the m6nstrous and 
mischievous fallacy, that^only one party to a bargain can 
derive benefit «from it ; that what one man gains, another 
must lose. All souqd trade rests in truth upon the contrary 
assumption^an assumption not generally belied — that the 
exchange of commodities is to the mutual advantage of both 
parties. Nor are large fortunes as a rule built up upon the 
poverty of other people. Sometimes they are : but almost 


Unto this Last^ p. 41. 
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iiitAiably they represent^ not a deduction from the wealth 
of other individuals, but a net addition to the wealth of the 
community. We are already^however, using terms such as 
* wealth *, which ^ught not to be employed without defini- 
tion, and to that definition we shall, in the next chapter, 
proceeds# 

Meanwhile, it may be wel# to indicate briefly the main 
purpose and scope of the argument of this book, and the 
method wh^ it is intended to pursue. 

Let it be Remised that its pages are addressed not to the 
learned but to the simple. The economic doctrine it sets 
forth will mot, it is hoped, be deemed open to assault by 
critics jcompetent to express an opinion. To the impatient 
reformer it will, perhaps, appear to be old-fashioned. The 
Marxian Socialist will doubtless deride it as ‘bourgeois*. 
Science, however, takes no account of social distinctions. 

One may as well speak of ‘aristocratic astronomy* oa 
‘ proletarian physiology ’ as of ‘ middle-class economics *. 
TrutWs truth whether it be proclaimed from the pulpit or 
the market-place. If the economic h3^o thesis be unsound 
let be displaced; if the conclusions derived from it be 
er^neous let the error be exposed. At all costs, however, 
we must avoid the prejudice which ia imported into, 
scientific argument by the empfoyment of irrelevant 
epithets. ^ 

To assume authority for ine ascertained ‘Laws* of a 
^idftce is not indeed to claim infallibility for opinions, 
d^^ons will not be obtruded in the following pages more 
than necess&y. Wherever they do emerge they will, of 
course, offer legitimate targets for^riticism. It is, however, 
permissible to add that they have not been lightly or 
hastily formed, but are the result of pw)longed study and 
refiection. They have, moreover, been subjected^to the test 
of perpetual re-examination and not infrequent restate- 
ment 

The main thesis of the argument advanced in these pages Th»* 
is that economics is primarily a science, the laws of which 
can be asderfl^ed and»Eofmulated ; that in so fan as they mioa 
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are 'laws’ and not merely the maxims of sddists or^the 
opinions of commentators they are all-powerful, and can be 
resisted only under the penalties which attach to dis- 
obedience. These laws are, however, relftively few, «ad 
as simple as they are significant. Within the sphere of 
their operation there is, moreover, a large latitude of 
opinion and a wide choice of fitemative policies. In regard 
to opinions and to practical policy dogmatism is therefore 
out of place. In opinion men may legitimatel^iiffer ; laws 
stand unchallenged and immutable. 

In what relation, if in any, does the Science of Economy.8 
stand to Ethics'? Ethics is at once a Science andean Art*: 
its function is to investigate the laws of morality g-nd* to 
formulate rules of conduct. Ethics is not merely concerned 
to ask wherein goodness or justice consists, but how the 
good or just man should order his life. Plainly the scope 
or sphere of Ethics is wider than that of Economics; so 
much so that Economics has sometimes been regarded, and 
even treated, as a depaiiment of Ethics. Not, as I shall 
presently submit, to the advantage of either. It may well 
be that in the ultimate analysis of conduct Economic ^n- 
siderations will have to yield to considerations of morality, 

I or even of politics. We may readily admit the truth of the 
contention that ‘indu^ry and Economic activity are not 
ends in themselves to be pwsued without reference to the 
main ends of human socieijr or by methods inconsistent 
with it ’. To as8ert*that ‘ the satisfaction of man’s mafbrial 
needs which is the function of industry, ought to^ 
ennobled by the spiritual purpose to which it contributes * ^ 
is indeed to emphasize a truism. Nevertheless, it is doubt- 
ful whether the enunciation of such sentiments, indisput- 
able as they may be, carries us much farther in the 
discussion ^of practical problems in Economics. For 
Economics, however widely we may extend its sphere, 
deals with the material environment of man: ''['hat 
industry is a mechanism in which methods of organization 

* Report of the ArohbiBhoj^’B Committe^jP. 10. 
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aad^xsial lelationshipB are to be determined omuddeia- 
tions of Economic expediency— ^this doctrine has for 
a century had a wide influ^ce in moulding induslaiid 
orgftiTization andt social life/ Against this doctrine the 
Christian Socialist protests. He regards it as ‘distinctly 
and peculiarly unchristian * and as opposed to the ideals of 

the New Testament. 

• 

Must every consistent follower of Christ do likewise? 
are thu^rought back to the question with which we 
started; are^he ‘laws ’of orthodox Economics in conflict 
with the precepts of Christianity? In this primary 
question* cithers are evidently involved. What are the 
things ^which we ai-e bidden to render to Caesar; what are 
the things wliich belong to God ? Is it proper or possible 
in a modem industrial community to recognize the dual 
allegiance ? Is there any logical or scientific delimitation 
of the respective spheres of authority? How far shouIcU 
the moral law govern the organization of industry or 
control the mechanism of trade? Does Christianity 
dictate our ccmmcrcial duty towards our neighbours ? Is 
the ^listribution of the product in industry inexorably 
goremed by economic law ; or d^he problems of wages, of 
profit, of rent, and interest, ii^ude among their essential • 
factors moral as well as eco|»mic ^considerations ? How 
should the man who de.sire8lto order his life on ethical 
principles spend his money* What is the duty of the 
Christian who is also an Economist in regard to almsgiving? 
Must^he give indiscriminately to him that needeth, or is it 
his duty at the bidding of scientific charity, to turn away 
his face occasionally from the poof man ? What is his duty 
in regard to thrift ? Must he literally decliite to take any 
thought for the morrow, or is it a bounden duty in the 
interest of the community to curtail expenditure and to 
accumulate capital ? 

TJiese questions are typical of many. Some of them may 
appear elementary even to the verge of puerility. In 
reality Jhey go very deep — to the ^ry roots of the con- 
duct of me g()pd man wd*the good citizen. Nor can they 
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be answered dogmatically ; though dogmatiism is unfc^ui* 
ately the key-note of the answers commonly given to these 
questions alike by the moraljpt and the economist. Yet the 
more dogmatip the answers the less do they really sfttjfsfy 
the mind of the genuine seeker of the truth, or ease the 
conscience of him who would fain walk according to the 
light. 

It is the purpose of the pages that follow, if not to 
provide ready-made answers to these question^, at least to 
afford such guidance, as an economist may, ko those who 
are anxious to answer them for themselves. 



CHAPTER II 


THE SCOPE AND MEtHOD OF POLITICAL 
ECONOMY 

Political Ec\oiny is ‘an inquiry into the nature and causes of 
the wealth of nations.’— Adam Smith (1776). 

•Writers on Political Economy profess to teach or to investi^te 
th^ natur^fwealth and the laws of its production and distribution.’ 

—John Stuart Mill (1848). 

‘Economics is the study of mankind in the ordinary business of 
life.’— 'Alfred Marshall (1891). 

‘ Both in definition of the elements of wealth, and in statement of 
the laws which govern its distribution, modern political economy 
has been absolutely incompetent or absolutely false.'— Ruskin, 

Munera Pulveris (Preface). 

P RECISE definition is an essential condition of clear Deflni- 
<iiinking, and without clear thought a right judg- 
ment is impossible. By Ethks we understand the Economy, 
scienge and art of right conduct.^^olitics is the science 
ami art which deals with the wej^ovcrning of States and 
the conduct of Imnian beings tS members ^f an organized 
community. How shall we ^fine ^Political Economy or 
Economics ? Prefixed to this lhapter are the definitions of 
cert^n representative economists from Adam Smith's time 
to 9jj^wn. They are, of course, far from being exhaustive. 

Sismondi, fqf example, says, ‘Political Economy treats of 
the physical welfare of man so far as it can be the» work 
of Government or the nature a^d cause of the wealth 
of nations Bastiat defines Political Econofhy much more 
narrowly as the ‘ theory of Exchange J. R. McCulloch 
says, ‘ Political Economy is the Science of the laws which 
regulate the production, accumulation, distribution and 
consttmption of those articles or productions that are 
necessary, useful, or agreeable to man, and which at the 

* Principles Political Economy^ 1819. 

* ^^rm(mi€S of Political Economy, 1^0. 
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same time possess exchangeable valued' Winter Bagehd# 
defined Political Economy characteristically as ‘ the Science 
of business It is, he goes pn to say, ‘ an analysis of that 
world so fanpliar to many Englishmen^-the “ great Com- 
merce ” by which England has become rich . . , And it 
deals too with the men who carry on that coinrterce, and 
i who make it possible Emifb de Laveleye defines PoliticeJ 
Economy as ‘ the science which determines what laws men 
ought to adopt in order that they may \rfth the least 
possible exertion procure the greatest abundance of things 
useful for the satisfaction of their wants, may distribute 
them justly and consume them rationally’.^ *M. Charles 
Gide, perhaps the most eminent of French Ecoaonlists, 
draws a significant distinction between ‘pure Economics* 
and ‘Social Economy’. Pure Economics ‘studies the 
spontaneous relations that arise between men living to- 
•gether as it might study the relations that arise between 
any bodies whatsoever—'^ those necessary relations which 
derive from the nature of things ” as Montesquieu %aid. It 
does not set out to jwdge them either from the moral or 
from the practical poKjt of view, but simply to earplain 
what is. In so far it tri^.o follow the methods of a natural 
* or even of a rtathematiclU science. On the other hand, 
social Economy studies ratHbr the voluntary relations that 
men create among themseluas — associations, written laws, 
institutions of all kinds— with a view to improving ^hem. 
Its object is to find out the best means of doing this^ It 
partakes therefore more of the character qf the* moral 
sciences as seeking what ought to be, and of the arts as 
seeking what must be dSne.’ * 

These definitions would seem to raise two questions : 
First, is Political* Economy a science or an art? And, 
secondly, what is its appropriate sphere and subject-matter I 
A science is concerned simply with investigation. It Iseeks 
to ascertain and to formulate the operation of laws. • An 

* Fiindflts of Political Economy ^ 1849, 

* Economic ^udics^ ISoO. • Political Egononiyy 1882. 

* Political Economyt Eng. trans., 191^. • 
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the other head, is not theoretical bat practical ; not 
content with investigating laws, it teaches mra how to 
utili/9 the materials at their <ymmand to the best advant-l 
age.® ^In the viemof the best authorities Political Economy] 
is pre-emmenJIy a science/IKougrTTosy^'relM 
''iStSfficdB art 5f bUSlncs^. As a science, then, it will in 
plTs boo^: be mainly treats. •What is the subject-matter of 
this science? All authorities agree that it is primarily 
* wealth , though there is an increasing tendency among 
modem Economists * to emphasize the fact that the proper 
s^dy of Economics is not wealth, but man in relation to 
wealth, •provisionally, however, we may define Economics 
as t!he science of wealth : the study which investigates the 
laws of the production, exchange, distribution, and con- 
sumption of wealth. 


To such a definition there are obvious objections. In the Tlie scope 
first place it would seem gratuitously to narrow the limits 
of inquiry, and thus to diminish both the interest and the 
utility ^f the study of Economics. How can such a study, 
it is impatiently asked, be of any pi^tical value either to 
the speial worker or to the businepiinnan ? But does not 
a aimilar objection apply to of the sciences most 

highly esteemed? Astronomy/for example, is an exact - 

fi/tionno Knf .1 im i * i ,• ... 


science, but who would deny dK close relation to the art of 
navigation? Physiology aiy Chemistry are sciences, 
iaa4^owledge of which is indispensable to the art of the 
phywmn. Similarly, though the science of Economics 
may nbt pjpvide a vade inecum for the banker or the 
merchant or the politician, it does, nevertheless, supply 
a My of knowledge which md^r well be regarded as 
indispensable alike in the world of politic? and of com- 
merce. The art of business stands in •fact in the same 
rdation to the science of Economics as the art^f naviga- 
tion to the science of astronomy. 

Economics, then, is concerned with wealth and with ‘WeUtli* 

j _ ^ d ftfi pltd ^ 

g- Manhall, and Sit^ydney Chapman. The 
: * Pohtical Economy treats of all the actions of human 
being, in relatiS^ to wealth.'.-epw,ti«rf Economy, p. 1. - 
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hmnaii beings in relation to the production^ dietribi^LoiDy 
exchange, and consumption of wealth. But what is 
‘wealth*? Wealth is defin^^i by John Stuart Mill as ‘all 
useful or agreeable things which possess exchan|;&ble 
value; or, in other words, all useful or agreeable thingis 
except those which can be obtained in the quantify desired 
without labour or sacrifice * Wealth * says Walker, ‘ comj 
prises all articles of value and nothing else *. 

These definitions have aroused the scorn of the moralists. 
Buskin, for example, declared that the things regarded by 
the economists as of ‘ value * are not in reality wealth liut 
illth. Political Economy itself he denounces ai^ ‘ feculiaAy 
and alone the science of darkness ; probably a Jbasfo.rd 
science ’, and elsewhere as the science of getting rich.' The 
latter, be it noted in passing, is not merely a libel upon 
Economics, but a gross misrepresentation of the nature and 
• function of science. Political Economy does not inculcate 
the love of riches nor the pursuit of wealth. It does not 
indeed inculcate anything. But it does claim to proceed on 
an hypothesis. The hypothesis is that all men are moved 
by the desire to live, that this desire can be satisfied 
only by the acquisition oWthose material objects which we 
essential to the maintelUnce of life. Nowhere does 
Political Economy suggest Vhat the attainment of riches 
ought to be the exclusive Ancern of mankind. Much of 
the current criticism of Economics is therefore irreley^Tit < 
Thus we read in the Report of the Archbishop’s Committee 
on Christunilty and Induatrkd Problems: ‘ TJie pursuit of 
wealth as an end in itself creates an atmosphere in which 
right social relations ard hardly attainable, and in which it 
is difficult not* only for the rich, but for all classes to enter 
the kingdom of Htaven.* Again : ‘ Divorced from spiritual 
standards,* industry is only too likely to degenerate into 
a struggle to escape poverty, or to obtain riches.' Once 
more : ' to treat human beings as instruments of produftion 
is morally wrong 

^nto This Last, p. 133. 

* pp. 13, 14, 15. • 
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dnrt ot tijis critidam whdly bedd« the point? Madhour- 
B It denied, even by CSirietian moiuliste, that hnman 
i^pB, whatever be the Econopfiic organisation under which 
hef h ve, muat necessarily be ‘ instruments of production ' f 
^ the sweat of thy face shalt thou eat bread.’ Labour is 
ntjal tp Jife, and the end of labour is production. Is it 
, I to question that the pi^xluction of wealth, or, if the 
ph^ to preferred, the attainment of riches, is one of the 
“«Jn ends of man ? Not necessarily the exclusive end, but 
i least an indispensable condition of terrestrial existence. 

I'i* "i®” are not. in the ordinary affairs 

I® life, actuated solely, or even perhaps mainly, by 
lEcononvc motives, tove of kin. kind, and country supplies 
IM incentive to human activity more powerful, at times, 
t^ love of life itself. Yet all men, so long as they are in 
I the flesh, m^t have the means of subsistence, and in so far 
as ey work to obtain it, the ‘ attainment of riches ’, to the * 
f «no»“t great or small, i.s one of the main ends of man 

^nomy. while recognising and emphasizing 
I this ^ic fact, does not preach the loy of money or even of 
I w^tji ; It simply assumes that mex/desire to Hve ; and on 
that ass^ption proceeds to in^rigate the laws which 

<‘“'1 oxcHiige.and Consumption of 
those matenal things which sa*;ain and enrich life.^ More- 
over, being a science, it claims the right, for its own 
to isolate its phenomena, ft joe; not, on Z 
the existence of other phenomena, out- 
investigation. The 
human "L,!* physiological aspects df the 

^ure. Bemuse the chemist is concerned ^ith chemical ' 

acknowledge the existence 
ot ^tena. Before water can to pronounced to Ife safe for 
purposes the sanitaiy authority will doubtless to 

confounding two sciences 

•or te aUow each to isolate fS ptonomena. 

IB the (tcepted method of the ’abstract’ shienoM 



T^« hia* 

torioal 

method. 


Boonomio 

Theory 

and 

Boonomio 

HUtory. 


18 EOONOMICS.AND BTHICJS 

Bat does Economics belong to this category? Is iT an 
^abstract' science? Is it not essentially a hnman and 
a social science which canngt afford to ignore any of the 
motives which actuate men or any ofethe forces Miich 
mould society? If the scope of Econoihics is to be thus 
enlarged the study of Economic phenomena may*8till be of 
considerable interest and peAaps of some value, but it wiy 
cease to be scientific *, it cannot possibly, within the limits 
of human existence, reach any conclusions or formulate any 
laws. Its conclusions have indeed been assailed on the 
ground that they are already so far out of touch with the 
realities of life that they cease to possess any \^ltdity. 

Is the criticism sound ? Admittedly it has so far#aff^ted 
students of Economics that some of them have preferred 
altogether to abandon the abstract method ; to surrender 
the ‘ unreal ’ hypothesis on which the ‘ orthodox ’ economists 
of the English school proceeded, and to adopt the historical 
or inductive method. Instead of an assumed, and admittedly 
partial hypothesis, they have preferred to build uf , by the 
investigation, compamson, and correlation of actual Economic 
phenomena, an organhj^d body of knowledge. This^latter 
method has obvious advJlotages : if the investigation otuld 
ever be completed t^^e cciaclusions reached would presum* 
ably be purged of the errors incidental to the deductions 
derived from an hypothesijof limited validity. But could 
the investigation^ ever be completed? Would conclj©iftBi> 
ever be reached? The phenomena under investigation 
would be so bewildering in their multiplicit^jlf^iife^motives 
8ubj&!ted to analysis so various and even contradictory, 
that it is doubtful whether it would be possible to reach 
conclusions at all. 

At this poinf? it is necessary to obtrude a word of 
caution. * We must not confound the historical method of 
the Economic theorist with the task and function ^f the 
Economic histor^n. The Economic historian does lOot set 
out to reach and l^mulate conclusions but to ascertain and 
narrate facts. Tim results of his reseait^es 9 ay be o^ 
immense value to the Economistfbut the functions of the 
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two ai% different, and must be carefully distinguished. 

Work of the highest value has, in recent years, been done4n 
thi^^d other countries in thedoxnain of Economic History ; 
the results attiffned have been, in some respects, more 
satisfactory than those which can be put to the credit of the 
EconomiS* theorist. Nevertheless, the question remains 
frhether it is not well worth while to permit and to 
encourage the methods preferred by the students of 
Economic theory. So long as there remains a single human 
being who is insufficiently fed or inadequately housed or 
c|f/thed it must be a matter of supreme interest and import- 
ance to ascertain the laws which govern the production of 
weSlth,«its exchange, distribution, and consumption. Much 
more must this be the case if, as we are constantly reminded, 
a considerable proportion of the people, even in a progres- 
sive community, such as our own, live on the verge of 
destitution and under conditions which are a disgrace to * 
a Christian, and indeed to a civilized country. But if this 
be so, Economic students are entitled to resent the insinua- 
tions of certain Christian moralists# and to claim some 
measmre of comprehension for the aims and methods of the 
science to which they devote themselves. 

A man need not be callous or cohl-hearted because he Econo- 
formulates the results obtained by scientific analysis; 
whether the subject of the analysis be human blood or the oondu!on- 
■f.1 ’‘’^pmena of trade. To affirm that certain consequences ** 
will inevitably follow from certain causes, is not to advocate 
the elimiflftUon of the causes. The economist does not or 
should not employ the categorical imperative. His appro- 
priate mood is the conditional. It Ts no part of his duty to 
say : ' do this, or avoid that but he is entitled to point out 
that persistence in a particular policy oi^ course of action 
will produce certain results. A physician is not entitled to 
say Ufa, patient : ‘ forswear alcohol ’ ; but it may be his duty 
to suggest that if his patient desires to avoid gout he will 
be wise to limit his consumption of port^wine. The father 
‘of EngKJi Ecjnomica, Adam Smith, acfmitted in a famous 
and oft-quoted jassage that** defence is much more im^rtant 
2 * 
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than opulence Plainly, he was right. National seeurify 
is preferable to national wealth ; but a patriot will strive to 
attain both objects. Similaily, because human afiecti(^ is 
a more admirable quality than a desire ftr wealth, it does 
not follow that a man should be discouraged from the 
primary duty of working to get bread for his children. 

If, however, the claim maoe in the preceding paragraphs 
on behalf of the science of Economics be admitted, it is 
evident that the concession must carry with it a limitation. 
If Political Economy be permitted for its own scientific 
purposes to assume an hypothesis which is of limited 
validity, the conclusions deduced therefrom will* similarly 
possess only a relative authority. Man is assumed i8 be 
actuated by the solitary motive of securing subsistence for 
himself or others; in short of acquiring wealth. Plainly 
the assumption is only partially true. All conclusions 
founded upon it will therefore be true only within the 
limits of the hypothesis. The submission is that the motive 
is sufficiently universal and sufficiently important to make 
it worth while to isolate it. 

Before going further, it may, however, be desirable to 
say something more in regard to the subject-matter'" of 
Economics— wealth. ^ Adam Smith was at great pains to 
expose the fallacy that wealth is synonymous with money. 
It may be that he was too quick to impute to the mercantil- 
ist, opinions whicl^ in their crude form many of that 
would have repudiated. Yet it can hardly be necessary to 
revive the controversy, though some traces oHIt? ancient 
delusion still inhere in current thought. But although 
wealth is not synonymous with money, there are few 
circumstances under which money is not wealth. Even the 
paper currency oi Germany still ' possesses some exchange 
value. But money is only one of an infinite number of 
commodities which are included in the catalogue of ‘Viseful 
and agreeable tilings *. There are, moreover, many <liinga 
more valuable thsji money and there are some things at 
any rate more important than wealth. The ^ir w^lsreathe, 
Written in 1 ^, 
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' brllzttmple, possesses no exchangeable value, Imt air is no^ 
less essential to life than bread. Nor is the wealth element 
constant in all commodities ui^er all conditions of time and 
plaiAt Sea-wate% for example, has no value ^ loQg as it is 
in the sea. Transferred to a private residence it immediately 
acquires exchange value. Blackberries have no value in 
the economic sense as long a^hey are growing on bushes 
m September. Picked and preserved they will be found to 
possess, in February, considerable value. In both these 
illustrations, it is lalK)ur which has imparted value to com- 
modities otherwise devoid of it. This truth has led some 
p^ple to ’suppose that labour alone imparts value to com- 
moditiei, and that the amount of lalx)ur expended upon 
them is the true measure of their value. This contention 
will receive notice later on. Meanwhile, we must demand 
assent to the proposition that wealth comprises all articles 
of value and nothing else. But what are ‘ articles of value * ? 
In regard to that question there is considerable diiference 
of opinion even among the ‘ orthodox ’ economists. Must 
we, for example, distinguish between value ’ and ‘ utility 
betw^n ‘ value in exchange ’ tmd ‘ value in use ’ ? Evidently 
nothing can Ije of value which does not possess ‘ utility \ 
which does not satisfy a want. But does everything which 
satisfies a want possess ‘ value ’ ? Can value attach to any- 
thing which is not a ‘ thing a material object which can 
i^ecome the subject of an exchange? Stanley Jevons,* an 
exceptionally clear thinker, insisted that only those things 
can be x^gprded as wealth (that is, as possessing value) 
which are useful, limited in quantity, and transferable. As 
to utility there can be no dispute. Is transferability equally 
an essential element in wealth? Are all immaterial pro- 
ducts (as Mill terms them) or personal attributes and en- 
dowments to be rigidly excluded from the category ? Is 
the tmined voice of a singer, the muscular power of a navvy, 
the slfill of an electrician, the accumulated knowledge and 
brain-power of a savant, not * wealth ’ \ All these things 
thoughv'qseparable from the possessor 6an be placed at the 
‘ 7^ The<ny Economy, ISIl, 



22 ECONOMICS .AND ^ETBICS 

service of other people, and thus produce for their posseafor® 
material objects which in turn can be exchanged. 

All these things do, however, possess, in some sense and 
to varying degrees the element of traneferability. • 5ut 
what of the knowledge or skill which while capable of 
yielding much pleasure to the possessor, cann^l, in the 
language of the market-placfs, be turned to any practical 
account ? Such knowledge and skill are obviously useful ; 
are they also * valuable * ? They unquestionably fulfil the 
two conditions laid down, in a modern textbook, by Sir 
Henry Penson: they have power to satisfy a want and 
they cannot be obtained without efforts In oiily a very 
limited sense, however, do they satisfy a want. 4 thing 
which possesses exchangeable value can help towards satis- 
fying not a want, but, in greater or less degree, any material 
want. One penny whistle will not exchange for a pianola ; 
but a sufficient quantity of penny whistles will. No amount 
of knowledge, unless ‘ turned to account that is, unless it 
could satisfy the want of someone other than the possessor, 
would purchase a pepny whistle. To be included in the 
category of wealth a thing must therefore, be the resij^t of 
someone’s efibrt — not necessarily the possessor’s, and mot 
be capable of satisfying a want not only of the possessor 
but of some other person whose demand for the commodity 
or the service is ‘ effective ’, in other words, a person who 
not merely desires the service or commodity but can ps.^, 
for it. The author who presents to a friend a copy of 
a lK)ok which he cannot sell is not parting wealth, 
though the donor may be gratifying his own vanity (in 
that sense, ‘satisfying a^want’) and also, it may be, giving 
pleasure to, and thus again satisfying the want of the 
recipient. ^ 

There ifc, however, considerable danger in the endeavour, 
legitimate though it may be, to ‘ bring Political Economy 

* Sir T. H. Penaott, Economies of Everyday Life, 19-21?® It it, 

1 think, plain from me illuatrationa given by Sir H. Fenton that by 
' satisfying a want ^ he means much me same as I do ; forj^e makes ,, 
wealth comprise only ‘material objects’ and ‘ sendees Clearly 
a ‘service* must be rendered to someone else. 
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conformity witii common sense or to reconcile the 
language of scienc^with that of the market-place. If 
a science is entitled to isolate its phenomena, it is plainly 
noyrss entitled to define its t^rms. Economics will, there- 
fore, in these pages, be treated as the science of wealth, and 
wealth ^11 be understood to comprise all those things and 
attribute# which possess vaiu^; for or by which something 
han be got in exchange. 

Once more, however, it is desirable to insist that this The claim 
austerity of method and rigidity of definition does not 
involve any claim to pontifical authority or even to pre- 
eminent consideration. Quite otherwise. Economics is 
tho^^bij confined to its own limited and modest sphere. 

Within that sphere Economics must, however, be supreme ; 
it can admit no rival still less a superior. ‘There are 
celestial bodies and bodies terre-vStrial ; but the glory of the 
celestial is one, and the glory of the terrestrial is another.’ 
Economics deals not with the things of the spirit, but witli 
the thipgs of the fiesh. ‘The fruit of the Spirit is love, 
joy, peace, longsufiering, gentleness, goodness, faith, meek- 
ness, temperance : against such there* is no law ’--economic 
0 |^ Sgislativc. But the fruit of the Spirit is not for 
Economics to gather. Its body is terrestrial; its fruit is^ 
wealtL 
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THE SOIL AND ITS PRODUCE 


Produo- 
iion and 
Dlftribu- 

tiOQ. 


^And God said, Let the earth bring forth g^, the herb yielding 
seed, and the fruit tree yielding fruit after his kind . . . and it was so.’ 
~(7sn«w, i. 11. IP 

* Whoever can make two ears of com or two blades of pass grow, 
where only one grew before, will deserve better of mankind and^o 
more essential service to his country than the whole race (ft politi- 
cian8.’~DBAN Swift. 

‘The problem of the land, at its worst^ is a bye-one; distribute 
the eartn as you will, the principal question remains inexorable,— 
Who is to dig it ? ’ — Ruskin, Sesame. 

‘The institution of property accounts for the conversion of the 
\narshe8 and forests of our little island into rich agricultural land.' 
—Harold Cox. 

‘ The requisites of production are two : labour, and appropriate 
natural objects. . . . There is another requisite without which no 
productive operations b^ond the rude and scanU beginnings of 
primitive industry are possible: namely, the stock previousli ac- 
cumulated of the products of former labour. This ... is term^ 
Capital.'— John Stuart Mill. ^ 

I • 

T he production *of wealth, to the largest possible 
amount at the least possible cost— that is, with the 
smallest expenditure of human energy— is plainlv 
the primary problent of Political Economy as an art. tIiT 
laws which govern its production must therefgj^-be the 
first Bujyect of investigation for the scientific student of 
Economics. There are ii^eed those who contend that the 


pro}}l6m of distiibution is more insistent than that of pro- 
duction. Even teq years ago the contention might well 
have seemed to possess something of substance.^ The world 
has, however, learnt in these last years that however impor- 
tant it may be to secure an equitable distribution of^the 
product of industr/v that is a problem which must neoes- 


' Written in 1922. 
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•arily'be poet^ed until the primary problem of prodoo- 
,tioQ has been solved It is folly to dispute about the 
division of the bear’s skin unti^ the bear has been killed. 

Wealth must be |u*oduced before it is distribpted. Four 
short years of war destroyed much of the wealth accumu- 
lated by thft toil of several generations, and imposed heavy 
mortgages upon the industry (ff the future. How shall 
this wastage be repaired ? How shall a depleted earth be 
replenished? Upon what does the production of wealth 
depend? 

Soonomists are generally agreed that the requisites of Requisites 
production afe land, or otlier appropriate natural objects, 
and iaboiy*. It is, however, impossible to go much beyond 
the supply of primitive necessities unless and until some 
portion of the produce derived by labour from the soil has 
been stored up in order to assist pro<.luction in the future. 

Capital is in fact essential to industr3’^, and the extent 
of industrial and commercial operations is limited by the 
available supply of capital. 

Of the three requisites of production, land, however, is Land, 
the mq|t obvious, and in primitive societies a plentiful 
supply of fertile land is so pre-eminently important to the 
well-being of a community that current opinion is slow 
to adapt itself to a state of economic society in which other 
forms of wealth assume a relatively greater degree of 
importance. Even so late as the eighteenth century the 
Physiocrats — the dominant school of Economists in France 
•—taught the doctrine that land is the sole source of wealth. 

* Only those labours are truly “ productive ” which add to 
the quantity of raw materials availaUe for the purposes of 
man; and the real annual addition to the w&lth of the* 
community consists of the excess of the mass of agricultural 
products (including, of course, minerals) over theiif cost of 
production. On the amount of this '' produit net ” depends 
the weji^being of the community, and the possibility of its 
advance in civilization.’ ^ 

Adam^/Jmith, though he came much under the influence Division 
, , « of Labour. 

' Ingii^ MiHory o^Folittcal Eemomy, y. 62. 
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of Qttesnay and his disciples, and though he adopted'^iii: 
eutiiusiasm the principle of laimz-fai/re^ihe most notable 
deduction from physiocratic doctrine— was quick to detecjt 
the inadequacy of their Economic anal^^sis. *The dhpital 
error of this* system *, he writes, ‘ seems to lie in its repre- 
senting the class of artificers, manufacturers, andmerchants 
as altogether barren and® unproductive/ ^ donsistenl^, 
therefore, he begins his own Enquiry into the Nature and 
Gauges of the Wealth of Nations with an elaborate exposition 
of the principle of the Division of Labour. ‘ The greatest 
improvement in the productive powers of labour and ^fae 
greater part of the skill, dexterity, and judgment i\ith 
which it is anywhere directed or applied seem, to «have 
been the division of labour/ 

The whole argument of Adam Smith's monumental 
treatise is built up upon this foundation, and may be set 
forth in a series of propositions : (1) All wealth is derived 
from labour; (2) the efliciency of labour depends upon 
a division or specialization ; (3) the division of labour — the 
degree to which in(ju8try can be specialized — depends upon 
the ‘ extent of the market ’ ; (4) the extent of the jparket 
depends upon freedom of exchange; (5) freedom of exchange 
depends, on ttie one hand, upon the absence of artificial 
restraints and barners to commercial intercourse; on the 
other hand, upon the provision of facilities for transport 
and means of communication; in short, partly upon the 
ingenuity of mad, partly upon the policy of governments. 
The policy of Free Trade rests, therefore, upon the principle 
of the territorial division of labour. 

For the moment, lisjwever, we are concerned with the 
•principle of specialization merely as contributing to the 
efficiency of labour and thus to the production of wealth. 
The differentiation of economic functions and the organiza- 
tion of co-operative efibrt may be regarded as 4ie two 
fundamental laws of industrial progress. Robinsopjtkusoe, 
in his solitude, marks the irreducible minimum of economic 
organization. With thraxrival of Friday, came beginc 

Wealth of Nationi, £k. IV, c. 

k * 
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]ibig6 of o(H>|>erfttion and specializatioD. Adam and Eva 
•lamented Uie principle of differentiation in a radimentaiy 
form ; for * Adam delved and Eve span A modem English 
larde/ or wardrobe^presents the opposite pole : with bread 
made from wheat grown in Manitoba; butter from Den- 
mark ; mut^n from New Zealand ; beef from the Argentine ; 
cojfee from Brazil; sugar from •Cuba; tea from China or 
Ceylon; apples from California; bananas from Jamaica; 
raisins from Greece ; rice from India ; dates from Mesopo- 
tamia, and so forth. Such is the territorial subdivision of 
thy* extractive industries, the raw produce of the soil. Let 
us note tht degree of co-operation of labour before a coat 
reaches IJie wardrobe, The wool may have come from 
a sheep-farm in Australia. Before the wool was shipped 
at Sydney it involved the co-operation of the capitalist 
farmer, working his sheep-farm on capital supplied to him 
possibly from London; of his shepherd, his shearer, with 
the makers of the tools supplied to them from Sheffield ; of 
a locomotive from Manchester; steel-rails from Middles- 
brough — or may be from Belgium ; wagons from Gloucester ; 
the cooperation of engineers and porters; and so forth. 

I ThAi the voyage from Sydney to London ; the selling and 
buying of the wool in London ; its transport to Bradford ; 
the organized industries of combera or carders, spinners, and 
weavers ; the purchase of the finished product by the Brad- 
ford merchant ; its sale to the London merchant ; by him 
to the capitalist tailor; the highly specialized work of 
several wage earners — cutters, fitters, clerks ; to say nothing 
of carriers, papermakers, stringmakers, and others — bofore 
the finished garment reaches the final purchaser. Some of 
the infinite vai'ieties of the industrial and conflnercial pro\ 
cesses might indeed be eliminated, without the loss of the 
garment, though probably to the disadvantage •of the 
ultimate purchaser, but unless labour had been applied to 
the laid, and capital had been available for the supply of 
materials and the temporary sustenance o^ labour, the coat 
would fwt have existed. 

The primary *'e^ntial, then, of production is land* The 
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eaiih must bring forth grass; from the soil most iq^Eii^ 
the herb and the fruit tree. Upon the spontaneous finuts 
of the earth man can si^bsist; yet the fruit must be 
gathered ; this implies the application ol labour. But the 
spontaneous yield of the soil may fail; man’s life will 
brutish and probably short unless he makeij^some pro- 
vision against a rainy day f until he learns to refrain hfjpx 
the consumption of the annual yield and begins to save. 

As soon as he saves he is a capitalist. The yield of the 
soil may be supplemented by the capture of fish, birds, and 
beasts. Their capture almost inevitably implies the usejof 
instruments, however rudimentary; the codkiftg of the 
quarry begets the invention of other implements. •The 
possessor of instruments and implements is an embryo- 
capitalist. Without capital no progress is possible in 
civilization or industry. The highest development of 
industry and commerce, in technical language the efficiency 
of production, depends upon a plentiful supply of raw 
materials, a similar abundance of industrious and skilful 
labourers, and of cjieap capital, above all, perhaps on able 
and prudent management. / 

Each of tliese essential requisites for modem industtial 
production wilt in turn demand detailed analysis. We begin 
with land and the supply of raw materials. 

Libour In primitive societies land is all-important, and the main 
AQdiwid. of primitive society are still reproduced in all 

new and sparsely populated countries. The colonial pioneer 
takes little account of anytlnng except the primary elements 
of land and water. In early times and in unsettled countries 
land is practically accessible to all, and without ptico. The 
earliest stag! of civilization is the pastoral. The people 
feed their flocks «.nd herds on uncultivated land. As soon 
as the land gives signs of exhaustion, the people move on 
to a fresh settlement. Some peoples do not emerge, for 
centuries it may be, from this elementary stagea^ The 
Ottoman Turks, | for example, remained herdsmen and 
nomads until, in the middle of the fourteenth oentucy, they* 
crossed the Hellespont. Thera ^till lingyra in the East 
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which says that where the Turk treads the grass 
• never grows. But generally speaking the pastoral stage 
gives place, before long, to the agricnltnral, and the moment 
land b4;ins to be cultivated a new element coines in. The 
labour of man is mingled with the soil, and the land so 
cultivated ^^uires a value beyond that of the prairie. 

L^d is thus, in one sense, a fhanufactured product; its 
value depends in no small measure upon the industry and 
skill applied to the making of it. Every settler in a new 
country knows to his cost that though land may be had for 
th( asking, the land is of little use to him, and of no value, 
in the technical sense, until it has been cleared, cleaned, 
and •probably drained. Even so late as the eighteenth 
century, a considerable portion of the land of England had 
still to be in this sense ‘ made and modern England owes 
to those who made it a debt of which it is little conscious 
and which it is slow to acknowledge. 

It is not relevant to the immediate argument of this Evolution 
book to trace in detail the evolution of the English land Englfsh 
system.* But the story is so peculiarly mggestive of points «y*- 
at which Economics touches Ethics and at which both are 
I intAtwined with Politics that it may not be amiss to devote 
some pages to it. In the first place ^ it is* important to 
remind ourselves that the existing system is at once 
relatively modem and, to a large extent, peculiar to this 
country. Large estates concentrated in comparatively few 
hands ; tenant-farmers, some possessed of*large capital and 
farming their thousan^ds of acres, many more possessed of 
small capital, and fanning from 30 to 300 acres *, Agri- 
cultural labourers owning no land and cultivating for 
themselves no more than a cottage garden,* or it may* 
be an allotment, and living on weekly Wages such is 
an outline of the system which, if not peculiar* to this 
country, prevailed in Great Britain to a much larger extent 
than ilWny other country in the world. 

* The 'object has been treated by the preBcnt writer in The Bna^ 
imLatuhSykern : A Sketch of its Evolution in its Bearing upon NoBontA 
fnwifth and NatiomU Welfare (Jo^ Murray, 1914), which containi full 
raferenoe to the liiemtare of thV nibject. 
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This system was the product of causes, mainly economic, 
but in part social and political, which have been operating* 
for a thousand years. Th^ historical origins of the Ejpglish 
land systeukare still the subject of acirte controversy, but 
there is no doubt that for at least four centuries, from the 
eleventh century to the fourteenth, the soil of rural 
England was occupied by a*continuou6 series of agricultural 
communities known by the Norman name of MaiiWTa. 
Whether the village community of the Middle Ages origi- 
nated in freedom or in slavery; whether the manorial 
system represented a progressive degeneration from {Be 
free ‘mark’ of our Teutonic ancestors; or ^supplied the 
middle stage in an upward development from Siavefy to 
freedom ; in short, whether the origin of the manor is to be 
sought in the Roman viUa, slave-worked and lord-ruled, or 
in the free-governing and common-cultivating community 
described by the writers of the Teutonic school — these are 
questions of antiquarian interest which are outside the 
range of the present argument. Whatever their origin, the 
outstanding features of the manorial system can be dis- 
cerned with reasonable certainty. The modem hi^archy 
of landlords, tenant farmers, and labourers was unkncfwn. i 
The property of tl^e manor was vested in a lord, but he 
was not in the modem sense a landlord. The land itself 
was divided into two parts: something less than a half 
consisted of inland or demesne, rather more than half was 
outland, mostly viUenagium. The agricultural work was 
done, to a small extent, by hired labour, to a still smaller 
extent by slaves, but mainly by the villeins, cottars, and 
bordars ; the two latter classes being distinguished from 
•villeins, not only by the smaller size of their holdings, but 
by the fact thatf they possessed neither oxen nor any share 
in the ^common ploughs. Villeins, cottars, and bordars 
supplied perhaps 75 per cent of the rural population. 
They were responsible both for the cultivation of tk^ lord’s 
demesne and of Kheir own holdings. j Each of them, besides 
his cottage in the village street, held a varying pdHion of 
the afable land of the manoV^ besides ^ portion of the 
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meadows which were held in severalty until hay hwrveet, 

«after which they were grazed in common. On the perma- 
nent pastures of the manor, the Jenants, if proleptically we 
may so them, otuld graze cattle, sheep, and^ swine, and 
they also had grazing and turbary rights in the ‘ waste ' 
and rights ^ pannage and fuel-getting in the wood. 

Jhe manorial system was greatly disturbed, if not Dinolu- 
entirely broken up, in the latter half of the fourteenth 
century. How far its dissolution was due to the visitation system, 
of the Black Death in 1349, and to the ensuing revolt 
ofj-he Peasants in 1381, is a matter of controversy which 
must not Tlefliin us. It must suffice to note that by the 
clo8e*of the century the manorial economy, if not destroyed, 
had been profoundly modified. The commutation of lalx)ur 
services — the essential feature of the mediaeval economy — 
had begun at least as early as the twelfth century ; some- 
thing resembling our modern farms had also begun to 
emerge in consequence of the consoliiiation of the villein- 
holdings; here and there the tenant-farmer had begun 
to make his appearance in the village community, and 
of wagp-paid labourers there were already not a few. 
,Th^Statute of Merton (1236) exists to prove that as early 
as the thirteenth century the lords were alreidy beginning 
to realize the importance of sheep-farming, and were 
enclosing for this purpose portions of the common pasture 
and the untilled waste. Nevertheless, the second half of 
the fourteenth century marks a catastrophic change in the 
history of English agriculture : processes already in opera- 
tion were emphasized and accelerated. The commutation 
of labour services for rent in money o»kind was undoubtedly 
much more rapid after 1349 than before, and, though there, 
are traces of villeinage to be found even in the later years 
of the sixteenth century, villeinage as an agricultdral and 
social system had virtually disappeared by the end of the 
fifteenor, if not by the end of the fourteenth. In place of 
the feudal hierarchy of lord, freeholder i(freeholdei's had 
never eraged more than about 4 per cent of the rural 
population), anS ^illein, tbrt’e had definitejy emerged the 
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new classes of landlord, tenant-farmer, and landless wage- 
paid labourers. Whatever the cause' the great mass oi» 
the English peasantry had^ become socially free, but in that 
process they had somehow or other beesi divorced frcnn the 
ownership — or if * ownership * be too strong a word, from 
the fixed tenure of the soil. * 

The sixteenth century* was remarkable for a seppnd 
revolution in English agriculture. The outstanding feature 
of the manorial system was its self-sufficiency. Except in 
manors contiguous to a town, there was very little external 
trade or interchange of commodities. Millstones, salt, ig^n, 
steel, tar, and canvas were the most impbrtSint of the 
articles which every manor had to import. These •were 
paid for by the export of livestock and surplus agricultural 
produce. But the surplus was, as a rule, scanty ; for the 
most part, each manor was economically independent and 
self-sufficing. 

The sixteenth century initiated the era of commercialism. 
The geographical discoveries of the later fifteenth century, 
combined with th^ blocking of the old trade routes, which 
had given to the Mediterranean countries their copjjmercial 
supremacy, placed England in an entirely new posfuion,^ 
The habits n't its people quickly responded to the geo- 
graphical change. It was no longer a question of extract- 
ing subsistence from a grudging soil, but of securing com- 
forts and even luxuries by international trade. For some 
time past, English wool had been in great demand in the 
manufacturing cities of the Netherlands. This demand 
naturally reacted upon English agriculture, and supplies 
the key-note to the agrarian revolution of the sixteenth 
.century : apiculture was for the first time commercialized ; 
pasturage to a darge extent took the place of tilli^, and 
men were evicted to make room for slieep. The contem- 
porary literature of the sixteenth century is full o£ lamen- 
tation over the social and political results of this «tonomic 
change. But oi^ such matters the evidence of contem- 
poraries, however valuable as recording impressiiftis, must 
be aciepted with some reservef% It is on]y the talkers and 
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wriim wlko record impreesions ; the memorialB of the 
doers must be sou^t elsewhere than in books. The testi- 
mony of preachers, prophets, , and poets is, however, as 
regards the sixteeath century, singularly concurrent. They 
all dwell ^n the lamentable effects of ' enclosures ' : 

llie devil his workes to worke. 

The towns go down, the land decayes 
Off comefykles, pla3me layes (grass lands) 

Gret men inakithe now-a-dayes, 

A shepecott in the Church. 

So sang a^fcontemporary poet : the pcrmons of Bishop Scory 
andTBishop Latimer preached in the reign of Edwaid VI 
were to much the same effect. ‘ () w'hat a lamentable 
thing ’, said the former, ‘ it is to consider that there are not 
at this day ten plows whereas were wont to be forty or 
fifty. Whereas your Majesties progenitors had an hundred 
men to serve them in time of peace and in time of wans, 
with their strength, policy, goodvS and bodies, your Majesty 
have now scant half so many,’ ‘ Where there were once a 
great <iany householders and inhabitants said the latter, 
^‘thftre is now but a shepherd and his dog.^ Among the 
prophets, Sir Thomas More was conspicuous for his de- 
nunciation of contemporary tendencies. ‘Noblemen, and 
gentlemen, yea and certeyn Abbottes he writes in the 
Utopia, ‘ . . . leave no grounde for tillag^, thei inclose al 
into pastures : thei throw doune houses : thei plucke downo 
townes, and leave nothing standynge, but only the churche 
to be made a shepehowse.’ We need not inquire into Ihe 
justice of Mores insinuation. It iS clear t|^at in the 
agrarian movement of the sixteenth century mere cupidity * 
played, as it is apt to do, a considerable parf. Some of the 
agricultural reformers nmy have been ‘ greedy cormorants 
mere ‘ caterpillars of the commonweal ’, who joined ‘ lordship 
to lord^fi^, manor to manor, farm to farm, land to land, 
pastured pasture but such language has lieen, since the 
days offlhe Old Testament, the commonplace of prophetic 
denunciation. Eqyally clea^^is it that individuals 
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suffered grievously, as they always do, by the ra{>idity 
of the economic changes. It is possible that some of the < 
hardships suffered by the poor were avoidable, and ought 
to have been avoided, and that some «f the adv&ntages 
might have been secured without the concomitant evils. 
Nevertheless, that the changes were on balance^and, in the 
long run, to the immense advantage of the community ^at 
large, can hardly be doubted by any investigator at once 
impartial and informed. 

It is urged by those who believe in the omnipotence 
of legislation that more might have been done by ^ 
intervention of the Government to improv*e the lot of 
innocent sufferers. Yet the Tudor Government was ih no 
wise to blame : they did everything in their power, alike 
by legislation and by administration, to mitigate the hard- 
ships incidental to agrarian changes, the progress of which 
they could not, in the long run, arrest. We have a long 
series of statutes sincerely intended for this object : Acts of 
Parliament were passed in 1514, 1515,1534, 1536, 1551, 1555, 
1563, 1L.'3, 1598,* and 1601. Individuals were not to be 
allowed to keep more than a limited number of she^, or to 
engross more fhan a given amount of land ; newly laid pa^ure 
was to be restored.^ the proportion of tillage to pasturage 
was to be scrupulously maintained. Yet legislation availed 
little to arrest the dominant tendencies of the agrarian 
revolution. In , despair, the Tudors had recourse to other 
methods. By the famous StaixUe of Apprentices (1563) 
Queen Elizabeth endeavoured to fix a scale of prices to 
secure to the labourer a minimum wage and regular em- 
ployment sfid to compensate for the decay of the guilds by 
enforcing a unifonn system of apprenticeships. At con- 
sideraljle self-^icrifice, she renovated the currency which 
her predecessors had debased. Like her predecessors, she 
did everything in her power to stimulate privatet charity 
and encourage voluntary alms-giving, and finally*, W view 
of the evident inadequacy of these methods, she enacted 
the famous Poor Law of 1601, which imposed upon the 
shoulders of the State a vast and direct responsil^ty for 



THB SOIL AND ITS PRODUCE 85 

$]} mA eidisens as could not or would not maintain them* 

•selves. 

That the sufferings of the po^r were nevertheless acute Net 
cannot, unfortunatSy, l)e denied. But it is cdtnforting to *•*“**•• 
note that tiiey were transitory. From the economic up- 
heaval of the sixteenth century England emerged politically 
bmced ; socially strengthened ; having laid the foundations 
of an international trade which has since become world- 
wide ; inspired to maritime activity anrl colonial enterprise ; 
in short, endowed for the first time with those attributes 
wiJich, in the course of succeeding centuries, transformed 
the * third rate isle, half lost among her seas’, into a far- 
flung empire, with a trade coextensive with the world. 

Nevertheless, down to the middle of the eighteenth The 
century England remained a predominantly agricultural 
country, carrying a small and 8cattere<l population, which the eigh- 
in the aggregate amounted to less than that of Greater 
London to-day. Before 1801, the date of the first oflScial 
census, estimates of jiopulation are little 1 Hotter than guesses. 

But the most probable guess puts the population of England 
and J^al^s at just over six millions in the year 1750. Before 
i760 the largest decennial increase is snpposed^to have been 
3 per cent; between 1700 and 1770 the iticrease was 6 per 
cent; for the next decade, 9 per cent, and between 1791 
and 1801, 11 per cent. By 1801 the population of England 
and Wales amounted to 9,187,176; that# of the United 
Kingdom to 15,570,000. Of the whole people in the middle 
of the eighteenth century, three-fourtlis lived on the lai^ ; 
but, as will be shown in the next chapter, not wholly by it: 

' for every farmer wiis at once farmer and manufacturer. 

The description of the ‘statesmen’ of Ci^nberland and 
Westmoreland given by the poet Wordsworth, though in 
its entirety only applicable to that district, was down to 
1750in ofnsiderahle measure true of many parts of England. 

• The plough of each man was confined to the maintenance 
of his 0 ^ family or to the occasional accommodation of 
his neighbour, ^wo or threejeows furnished each family 
with milk and cheese . . . com was grown iiv these vales 
8 * 
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sufficient upon each estate to furnish bread for each family, 

no more Every family spun from its own flock the wool ® 

with which it was clothed t a weaver was here aiyi there 
found among them, and the rest of their ^ants was supplied 
by the produce of the yam which they carded fmd spun in 
their own houses and carried to market either cinder their 
arms, or more frequently on pack-horses ... to the lisost 
commodious town.* ^ This economy did not and could not 
survive the industrial revolution, the main features of 
which will be described in the next chapter. For the 
moment we are concerned only with the reac^iog of indus- 
trial changes upon the land-system. 

From the agrarian standpoint the eighteentK’ century, 
and in particular the reign of George III, was, like the 
sixteenth century, remarkable for the progress of enclosures. 
Between 17fi0 and 1820 no fewer than 3,209 private 
enclosure Bills were passed by Parliament, and under the 
authority of those Acts over 6,000,000 acres were enclosed. 
After 1820 the pace perceptibly slackened ; only 340,000 acres 
were enclosed in fteorge IV’s reign, and ohly 236,000 in the 
following decade (1830-40). In all, over 8,000, Cl?fo ycres 
were enclosed during the eighteenth and nineteentlr 
centuries. The object of these enclosures was, however, 
the reverse of that which the sixteenth-century reformers 
had in view. The ‘ greedy cormorants ’ of the earlier period 
were, as we have seen, intent upon the production of wool ; 
the improving landlords of eighteenth century were mainly 
intent upon the increased production of wheat. The West 
Biding of Yorkshire wanted all the wool which English 
farmers c6uld supply, but cotton was rapidly displacing 
wool as the most important of our textile industries, and 
the niw urban populations, while not despising mutton, 
were primarily in need of bread. 

To supply those urban populations with br^^, beef, 
mutton, cheese, butter, and milk, and incidentally to 
improve their own rent-rolls, was the motive whicl^^nspired 
the ’scientific agriculturists qf the eightetnth century. In 
Woitisworth, PfV8$ vol. ii, ^ p. 263. 
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the prooesa, the iend of England was, as already hinted, 
•largely reniade. A remarkable illustration of this remaking 
is affo^ed by the work of Thomas William Coke ‘of 
Norfolk \ the first Earl of Leicester. When Coke succeeded 
in 1776 to /he Holkham estates, his annual rent-roll was 
£2,200. lii the course of a generation he bad raised it 
acoording to his own ' testimony to no less than £50,000. 
Much of the land was no better than rabbit-warren, varied 
by long tracts of shingle ami drifting sand on which 
vegetation other than weeds was impossible. ‘ The thin 
^ady soil produced but a scanty yield of rye. Naturally 
wanting richness, it was t>till further impoverished by 
a barbarolis system of cropping , no manure was purchased ; 
a few Norfolk sheep with backs like rabbits, and here and 
there a few half-starved milch cows; the little muck that 
was produced was miserably {)oor.‘" C/oke’s young bride 
was warned that the only vegetation that she vrould find 
^ her new lionu' was ‘ one blade of grass and two rabbits 
fighting for it’. This wilderm*ss was converted by the 
energy and capiuil, and, above all, by the scientitic know- 
ledjje aftd skill of Coke, into a smiling and productive 
•paradise. The Holkham e.statc was regarded as one of the 
sights of England, and for half a century few men of dis- 
tinction visited this country without making the pilgrimage 
to Holkham, ami leaniing from its lord tlie secret of the 
transformation had wrought. Tiic .secret was not cjhscure. 
It was revealed in few words : abundant capital ; high 
intelligence ; unremitting ptT.sonal attention ; above all, 
friendly relations between landlord and tenants. During 
his tenure of the property (1776-1S'^2) Coke tyc pended on 
improvements, exclasive of tlie sum.s spent on his own* 
mansion and domain, no le.ss than £530, u92. Ne>^er was 
capital applied to industry with greater advantage to the 
cultivators or to the community : nor was it unremunerative 
to the investor. In 1776 the land was let at an average of 

* As reported Robert Ow(yj in his Autobiogivphy^ p. .300f 

• Prothero, EngLjh Farming, p. 21H. 
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88* per acre. When Robert Owen of New Lanark visited 
Holkham in the year 1821 the rent had advanced to 25«.* 
per acre. But the higher cents meant prosperity ^for tixe 
tenants no^less than for the landlord.* In the course of 
a generation, the population of Holkham ha^ increased 
from under 200 to over 1,000; not a pauper i;exnained on 
the estate, and the poor house was razed to the ground. 
Even in the terrible years 1815-17, perhaps the worst crisis 
through which English agriculture ever passed, Coke’s 
system triumphantly stood the strain. Thus in 1816, the 
Duke of Bedford, himself one of the most enlightened lanff- 
lords of the day, wrote to Coke : ‘ Norfolk is at this moment 
a splendid exception to the rest of the kingdom^ and* you 
must derive infinite satisfaction in the reflection that thirty- 
eight years of persevering and unwearied efforts in pro- 
moting a beneficial system of husbandry should have created 
such a mass of capital among the tenantry of Norfolk as to 
enable them to bear up against the evils which are over- 
whelming every part of the Empire.’ 

Holkham was, do doubt, especially fortunate in its owner. 
Yet Coke, though perhaps pre-eminent, was onl/^on^ of 
a considerable! group of enlightened landowners and agri-# 
culturalists who in the course of a century transformed 
English agriculture. Among them were men like ‘ Turnip * 
Townshend (Charles, second Viscount Townshend, 1674- 
1788), the father of the four-course or Norfolk system; 
Jethro Tull (1674-1741), the inventor of the drill; Robert 
Bakewell (1725-94), to whom stock breeding owes a unique 
debt ; Arthur Young (1741-1820), the first Secretary to the 
Board of Agriculture' and many others. 

SoeUr ‘ The improvements introduced by these men sounded the 
death-^nell of the old open field system of agriculture, and 
urea. incidentally went far to extinguish the old English yeoman. 
The advantages attained were, therefore, purchased at 
a heavy price. ‘ Enclosure ’, write Mr. and Mrs. Hammond, 

* was fatal to three classes : the small farmer, the cottager, 
and ^he squatter. To all of these classes their oommoYi 
rights were vprth more th^ anything they received in 
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wkum/* That is undeniably true; but it may be worth 
while to put side by side the evidence of two contemporaries, 
tbe one a poet, and the other philosopher. The lament 
of Goldsmith in his Deserted Village is indeed almost too 
trite for quotation : 

Where then, ah! where shall poverty reside, 

To 'scape the pressure of contiguous pride? 

If to some common’s fenceless limits strayed 
He drives his flock to pick the scanty blade, 

Those fenceless fields the sons of wealth divide, 

And e’en the bare worn common is denied. 

On the ^ther hand, Jeremy Bentham wrote: ‘When we 
pass over the lands which have undergone this happy 
change, we are enchanted as with the appearance of a new 
colony. Harvests, flocks, and smiling habitations have 
succeeded to the sadness and sterility of the desert. Happy 
conquests of peaceful industry! noble aggrandisements 
which inspire no alarms and provoke no enemies!’ The 
contrast presented by these pictures does not necessarily 
involve any inaccuracy on the part of either artist. Both 
pictures may have been true : though as a general descrip- 
tion one or other, perhaps both, must ha>Po been partial; 
but neither has been completely ol ditera^l. The contrasted 
point of view has persisted from tliat day to this: some 
artists are apt to emphasize the lights, others the shadows 
of rural life in the and imt enclosupe days. 

In favour of the agricultural reformers of the eighteenth Agrieul- 
century, this however must be said. But for their efiS^rts, 
the new urban populations brought into being by the 
industrial revolution must have 8tar\"ed. Do^\^ to the close 
of the Napoleonic wai’s. Great Britain maijaged to feed its 
rapidly increasing population from the produce of* its own 
soil. JPhe cost was heavy, but the people were fed. A 
centuiy later the same soil was supporting just about the 
same number of people : fourteen and a half millions out of 
total population of forty-seven. The great efforts made 


The Village Labowtr, p. 97. 
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dttring the recent war (1914-18) would, according to a high 
authority,^ have been sufficient to meet the normal require- 
ments of a population of nineteen millions. But a^ what 
cost? In 1913 wheat was thirty shilliftgs a quarter, in 
1920 it was over eighty shillings. During the^ten years 
previous to 1914, imported wheat and flour averaged 80*2 per 
cent of the total consumption of the United Kingdom ; the 
total consumption amounting to about 34,000,000 quarters. 
By 1919 we had, by great eflbrt, managed to increase the 
home production to 30 per cent of the total. But it has 
already fallen ])ack; to approximately the prq-war figure! 
To-day (1922), according to the best authorities, we produce 
20 per cent of the wheat and cheese we consume, 30 per 
cent of the fruit, 40 per cent of the butter, 60 per cent 
of the meat and eggs, 70-80 per cent of the barley and 
poultry, and 90-95 per cent of the oats, potatoes, vegetables, 
and milk.- 

What is the precise significance of these figures? The 
primary function of land is evidently to yield food, and 
a system must be jhdged primarily by its Economic results. 
Yet a land system never has been subjected exclusively, to 
this test The^preachers, prophets, and politicians, who, in 
the sixteenth centu 5 y, lamented and denounced the economic 
changes which they witnessed, never dreamt of applying 
this obvious test. The common complaints of contemporaries 
had reference priuiarily to the human sufiering involved in 
the changes in progress. The preambles to the successive 
Acts passed by the Tudor Parliament laid special stress 
upon depopulation and unemployment, the rise of prices, 
the increasev of vagraVicy and crime, and the necessity 
l)f upholding tillage and husbandry in the interests 
of national defence. Very similar in tone is Bishop 
Latimer’s oft-quoted lament : ‘ My father did find the king 
a harness with himself and his horse while he came^to the 
place that he should receive the king’s wages. . . .^e kept 
me to school. ... He married my sisters at five ppunds 

* Sir Thomas Middleton, Beport^f British Asso^tion, 1922. 

‘ Sir J. Russetl and Sir H. ^w, tdt'd., 1922. > 
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i^Heoe. ... He kept hospitality for his poor neighbours and 
* 80 ine iJms he gave to the poor. And all this he did off the 
said fi»^, where he that now hath it ... is not able to do 
anything for his Prince, for himself, nor his children, nor 
give a cup pf drink to the poor.’ The complaints of con- 
temporary observers at the end of the eighteenth century 
were not dissimilar from those of the sixteenth. Thus, 
despite the fact that England emerged from both periods more 
populous and more wealthy, and in the purely agricultural 
sense more productive than before, critics were not satisfied. 
Plainly, fhen, a land sysUnn is expected to subserve 
purposes other tlian purely economic. Of other criteria 
commonl^^ suggested, the following are samples: Docs the 
system of land tenure promote a sound organization of 
national life ? Does it contribute* to the .social contentment 
and general well-being of those classes of the community 
which live and labour upon the land? Does it breed and 
maintain a population .sound in Inxly and mind, and suffici- 
ently numerous to supply the rapid wastage of the great 
industrial centres? Does it increase the stiibility of the 
social ftibric and buttre-ss the structure of the State? 

> Apart, however, from these more or le.*^ scientific and 
theoretical criteria, then* is fleep down yi the heart of man 
an instinctive attfwjhment to the soil. ‘ Back to the land ’ is 
not only an attraciix c jolitical cry, it corre-sponds to one of 
the strongest and healthiest instincts yf human nature. 
Nor can this instinct be wholly .satisfied merely by freedom 
of access to the soil for })urpose.s of cultivation. ImmeiLsely 
potent is the passion for ownership of however sbiall 
a fragment of ‘ God s earth ’. Thi% sentiineijt, like many 
others equally healthy, is doul)tless exploited for political 
purposes by irresponsible demagogue.s, and is emj)hasized 
by urban teachers and preachers who have more sympathy 
with Human nature than knowledge of the land and its 
potentiafities. Yet the instinct is there; it is intrinsically 
healthy ; and in England it i.s not .satisfied. In the United 
"ISingdom there^were only GOO, 000 people who own moje than 
one acre apiece, end only afJout 60,000 who own more than 
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one hundred acres. In Great Britain only about twelve 
per cent of the half million agrienltUTal holdings are cnlti^ 
vated by owners ; in Franc|» more than half the agricoltural 
population are proprietors; in Denmaik, eighty-two per 
cent of the occupiers own their farms. 

In favour of the English system for England, tl)pre was one 
strong economic presumption : it existed ; and it had cope 
into existence to a large extent under the operation of 
economic forces. But the forces have not been exclusively 
economic. The concentration of large estates in few hands 
was, as we have seen, mainly the work of the eighteenth 
century. It corresponded to the political ascendancy of the 
great Whig noblemen by whom the revolution of 1688 was 
mainly brought about, and in whose hands political 
supremacy remained down to 1832. The exercise of all 
governmental functions, central and local alike, depended, 
during this period, upon the possession of land ; Knights of 
the Shire were legally ^ required to possess landed property 
of the value of £600 a year, and borough members to the 
value of £300 ; ths qualification for a Justice of the Peace 
was raised by successive stages from £20 a year in 4and to 
£100, except if gr the sons of Peers and the heirs to landed 
property; Deputy-lieutenants were required to possess 
£200 a yeai' in land ; Colonels of militia regiments £1,000, 
Lieutenant-Colonels £600, and so on. Social distinction 
like the tenure of office and the performance of political 
functions was inseparable from the possession of land. 

Great changes, social, political, and economic, have taken 
placfe in the last hundred years. The Parliamentary 
Reform Bills of 1832,» 1867, 1884, 1885, and 1918, have 
Jiransferred political supremacy from the few to the many. 
The Local GoveAment Acts of 1834, 1888, and 1894, have 
tended m the same direction. Political power no longer 
rests upon the possession of land, nor does social distinction. 
Alike in Politics and in Society, the great capitalist has to 

^ Porritt {Vnreformed House oj Comtnom, i. 171-80) says that tlia>kr 
property qualification was ^ systematically evaded even, if this be 
so, it is hi^ly lev significant. 
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a laxge extent ousted the poesessor of broad acres, or, to put 
it at the lowest, shares his throne. Tet the gr^ capitalist 
is still apt to be attracted ta the acquisition of landed 
property. If his ambitions are merely social, their satisfac- 
tion is a matter of indifference to the community. If, on 
tiie other Jiand, the capitalist brings to the ownership of 
land a high sense of civic duty, combined with experience in 
business, and technical knowledge of agriculture, the change 
of proprietorship is calculated to serve the interests of the 
nation at large. But landownership regarded as a profes- 
Ision demands, like other professions, knowledge and apti- 
tudes wtich are largely inherited. If the new men are 
equal to^'^he old in sympathy and knowledge, while greatly 
superior in command of capital, the change of ownership 
must be, in a public sense, beneficial. But benefit will not 
accrue unless the conditions are fulfilled. It remains to be 
seen whether they will be. 

The ownership of land is not, however, passing only from The break- 
old magnates to new. Even before the Great War of 1914, estate^** 
a considerable number of tenant farmers were purchasing 
their farms. During and since the war, the process has 
been accelerated. If the new cultivating ojvtiers are found 
to possess, not only the capibil necessary for the purchase 
and the ordinary cultivation of their farm, but also suffici- 
ent reserve capital to enable them to encounter the vicissi- 
tudes of a very precarious occupation, the change may be 
all to the good. But again, we must await the verdict of 
experience. The new cultivating owners possess great 
experience, many of them are acquiring high technical Skill ; 
the only real doubt which remains iis as to their command 
of credit and capital. * 

Yet another change has to be nofed. Few recent popuU- 
developments in agriculture possess greater social signi- 
ficaucft» than the multiplication of allotments. These are tenoe. 
now estimated to number more than 1,300,000. That this 
development should proceed as far as possible unhindered 
is admittedly pf high social and hygienic importance. Nor 
have the economic results ilben negligible. would, how- 
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ever, be idle, and worse than idle, to ignore the troth tiiat 
onder no conceivable circumstances can the soil of this 
country feed the teeming population which is now concen- 
trated in these islands. The density of pepulation in Great 
Britain is at present 480 to the square mile (640 acres), so 
that the whole standing room of the island is oi^ one and 
one-third acres for each person. France, with roughjy 
three and one-third acres per head of population, is approxi- 
mately self-supporting in food production. But, as a recent 
writer has pointed out, no less than acres of soil are in 
France cultivated for each person. The amount of culti-* 
vated land in France is thus not very far short of twice the 
amount which Great Britain could provide for eaclrtnhabit- 
ant, even if we ploughed up our cities as well as waste 
land.^ The same writer points out that the agricultural 
statistics of Austria and Hungary confirm the evidence of 
France, that in our latitudes the countries which produce 
a surplus of food have considerably more than three acres 
per head, in other words, a density of population less 
than two hundred <o the square mile. Tlkese ai-e physical 
facts which no amount of sympathy can alter and which 
it were the heigjit of folly to ignore. 

Politically, it is important that the land of the country 
should produce the maximum amount of food of which it is 
capable, without too much regard for the cost at which it is 
produced ; socially, it is important that ownership should 
be so far diffused as to give the maximum degree of stability 
to the commonweal, and at the same time to contribute 
to the happiness, satisfaction, and general well-being of 
its individual citizens ; ‘but economically th^ community is 
interested in the home production of food and other raw 
materials only in^^so far as they can be produced at home 
more ch^ply than they can be bought from abroad. If 
this latter condition be ,not fulfilled it might be to the 
public advantage, from the purely economic stAidpoint, 
that every acre of agricultural land should become derelict. 

« 

1 Vaughan ComiBh, A Geographfof Imperial Oe/eneef p. 98. 
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Siieh a development is in the highest degree unlikely, and 
even if economic considerationB were to bring it within the 
sphere^ of possibility, political and social reasons would 
operate to forbid inch a consummation. None the less is it 
advisable, in the interests of clear thinking, to isolate the 
issues. Affinal judgment will give due weight to each ; it 
will take into account the requirements of national defence 
no less than considerations of opulence, of social content- 
ment and individual happiness. It is conceivable that the 
interests of the community, broadly estimated, might 
nictate a policy of artificial encouragement to agriculture ; 
it might be necessary in order to secure the highest possible 
yield frSm the soil to consolidate holdings and to apply to 
the production of food the principles of the factory system 
without regard to social amenities or tlie legitimate wishes 
of individuals; it might, for similar or other reasons, be 
necessary to effect sweeping changes in tenure : to ‘ nation- 
alize ’ the land, or, conversely, to multiply peasant owners 
at the charge of the State. 

Let it not be imagined that any one o^ these contingencies 
is regarded as probable, still less as desirable. They are 
, indicated in order to emphasize the argument that it is 
essential to the formation of a right judgment to study 
these questions in the dry light of the laboratory, and in 
scientific isolation, before the considerations appropriate to 
each aspect of them be combined in the synthesis which 
sliould guide opinion and inspire policy. 
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CHAPTER IV 

LABOUR 

BRAWN AND BRAIN 

'The gods sell us all good things for the price of our labour.'*— 
Xenophon. ^ 

‘This we commanded you that if any would not work neither should 
he eat.'— St. Paul (2 Thess. iii. 10). 

*The annual labour of every nation is the fund which 6riginally 
supplied it with all the necessaries and conveniences of life which 
it annually consumes, and which consist always either in the im- 
mediate produce of that labour or in what is purchased with that 
produce from other nations.’ Adam Smith, Wealth of Nations, 

‘ The most important of the sources of gain in productive power . . . 
is found in that mastership of industry which is created by the 
division of labour . . . Whatever may be true of politics the industry 
of the world is not tending toward democracy . . . mastership in 
industry is the most characteristic fact of the industrial system 
of to-day.’— F. A. Waiter. 

I N every community, civilized or uncivilized, backward 
or advanced, the great mass of the people are, to use 
the conventional plirase, ‘compelled to work for a 
living*. This is no man-made law, but an inexorable 
decree of nature. A certain class of contemporary litera- 
ture teems with references to ‘ the idle rich *, but the phrase 
is mainly utilized for purposes of economic and political 
propaganda, and does not correspond to reality. The rich, 
as will be demonstrated when we pass to the problem of 
distribution, lare relati^ly few in number ; not all the 
fich are idle, and ^the few idle rich are living, as a rule, on 
the prod,ncts of the labour of their immediate ancestors. 
There is a Lancashire saying, 'Clogs to clogs in three 
generations’; and there is more truth embodie<^in the 
homely proverb than is generally recognized. It indicates 
that one generation in three may possibly, though by no 
means dnvariably, take their e^e. But the fool and his 
money are soon^parted, and it has been shiewdly observed 
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tihai it requires almost greater ability and hardly less 
mdnstiy to keep money than to make it 

Most people, then, have to wyk in order that they may 
live ; bm the character of that life, the material comforts 
which their labour may secure to them vary enormously 
according ^ circumstances. Those circumstances, or in 
tAf>hTn>Al language the conditions which make for efficiency 
in production, must now be subjected to closer analysis. 

Ihe essential problem, let it be repeated, is to secure the 
greatest possible amount of wealth with the least expendi- 
tnre of energy. Work, in itself, is not economically 
desirable.* may be morally beneficial to character that 
a man slfould work, and it may be for the well-being of 
society, that he should be under necessity to work. But 
economically work is not a good but an evil. Yet people 
who are out of work are said to want work. As a fact, 
they do not ; what they want is the product of work : food, 
warmth, shelter, clothing. It is true that there are some 
exceptional individuals who, again using a conventional 
phrase, like work for its own sake ; but that is not the 
natural instinct of mankind. Some people inherit from a 
long succession of industrious ancestors a jsuperabundant 
energy which manifests itself in a variety of forms, 
physical, intellectual, commercial, and so on; but the 
natural man is averse from work. It is true that many 
men, although working under the stress of necessity, never- 
theless take a pride in their w^ork ; but ttis merely means 
that the reward they anticipate is not only material com- 
fort or sustenance, but intelligent appreciation. The mass 
of mankind do not live to work bu4 work to live ; and if 
one man works harder than his fellows, it is in order that 
he may live better. 

On what conditions then does successful production, or Thtoon- 
in plainer language, a constant and abundant supply of 
commoditfes, depend ? Those conditions may be roughly of pro- 
summarized under five main categories. (1) Physic^ duotion.^ 
•advantages external to man : or the gifts of nature ; the 
endowments and ^aptitudes ^f the individual; (3) the 
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organization and direction of indnatry; (4) m abandant 
anpply of cheap capital, and the provision of facilities, sack* 
as those afforded by ba:| 2 kB and credit institutions for 
obtaining the use of it; and (5) th(b character* of the 
government ; its competence to maintain order, to legislate 
wisely, and administer finnly, and its ability to carry on 
the essential work of government at the lowest possible 
cost to the individual citizen. 

Of the first category, something has already been said 
in the previous chapter. Land, as we have seen, is, if not 
the exclusive, at any rate the primary source of wealthy 
and land must be taken to include not merely* th(J ordinary 
products of agriculture, but all raw materialsf and all 
physical or natural advantages such as abundance and 
accessibility of water; suitability of climate; and geo- 
graphical proximity, on the one hand to centres of supply, 
and on the other to appropriate markets. Labour is, no 
doubt, the fund from which a community is supplied with 
the ‘ necessaries and conveniences of life but the produc- 
tivity of labour, iis ability to supply necessaries and con- 
veniences, depends in no small degree upon external 
advantages conferred or denied by nature. Under modern 
conditions, however, these advantages, though not im- 
partially conferred by nature, are in fact, to a large extent, 
equalized by the applied resources of civilization. 

With the equalization of natural advantages, a greater 
proportionate de^ee of importance attaches to the element 
of labour. This clement may, as already hinted, be 
regarded on the one hand from the point of view of the 
individual worker, apd on the other from tliat of the 
organization and direction of the industry to which his 
labour contributes. The first essential for the worker in 
almost every sphere of human activity is physical health 
and strength. Next in importance, and not infrequently 
of superior importance, is technical skill and> aptitude. 
Such aptitude may of course be acquired. Tet few people 
are aware in how large a degree even in occupations whick 
appe^ to bq purely mechaidcal, aptitjide is inherited. 
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Em in these days of elaborate machinery, it is said to 
*take tiiree generations to make a first-rate weaver And 
in agricolture— one of the mostfskilled of all manual occu- 
pations — inherited* aptitudes count for a great deal. Nor 
can intellectual and moral qualities be ignored. It is com- 
monly asserted that there is a tendency in these days to 
educate children ‘above their work*. This is not the 
place appropriate to a discussion of our educational system. 
It may well l)e that there is a tendency for education to 
become too exclusively literary in character, to deal too 
Kttle with things, too much with words. The result may 
be to create in the mind of the pupil a distaste for the 
manual Ikbour to w'hich the great mass of mankind are 
destined. In passing it may U* observed that it is the 
function of education in the motlem State to train the 
younger generation not only for their part in industry, but 
also to take their proper share in the duties and responsi- 
bilities of citizenship. Still putting these high mattei’s for 
the moment on one side, it is plain that one of the most 
important conditions of economic productivity is to be 
found in the intelligence of the individual worker. Not 
Jgss important are all those attributes which are grouped 
together under the word character. Splendid endowments, 
physical and intellectual, may be rendered entirely nuga- 
tory in economic result by the absence of those moral 
qualities which determine character. • 

There is another citiss of conditions, partly personal, 
partly external, which cannot properly be ignored. The 
efficiency of lalx)ur evidently depends to a very large 
extent upon the spirit in which the Vork is <lofie, and the 
conditions which induce on the one hand (Jieerfulness and 
hopefulness, or on the other dull dejection. All intelli- 
gent organizers of industry now recognize the value oP 
environfaaent, alike in the home and in the factory. The 
provision of appropriate housing accommodation is, there- 
fore, an essential element in industrial productivity. Such 
Ixtoditions as tfiose which prevail at Boumville,^ for 

* The industrial seLtlement belonging to Messrs, Cadbury & Go., 
near Birmingkim.# 
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example, or at Port Sunlight may from certain pdate ot 
view be open to the criticism with which they are fre* • 
quently assailed. The atAosphere may be to a jsertain 
extent artificial, and character may even*be dwarfed by an 
excess of ‘paternalism*; but regarded merely from the 
point of view of physical efficiency, the advantages of good 
housing and cheerful surroundings cannot be gainsaid. 
Hopefulne.ss is another essential to good work. No one 
can be expected to be constantly at his best, either in 
physical or in intellectual effort, unless he be sustained 
through long hours of toil by the hope of^ appropriate 
reward. Whether that reward takes the form of public 
approval, or of good wages, or large profits, or of ^advance- 
ment in the hierarchy of business, is for the purposes of the 
present argument immaterial. To a great artist, satisfac- 
tion may come from self -appro val ; but to the mass of 
mankind, engaged in highly specialized and generally 
minutely subdivided industrial processes, the incentive 
must be of a material kind. Such incentives as are pro- 
vided in schemes of profit-sharing and 'the like will be 
more appropriately discussed in later chapters. At this 
point it is sifificient to note that hopefulness, however 
induced, constitutes an important factor in production. 
Dlvlilon Is hopefulness impaired by the modem tendency to 
of Labour, specialization of industry ? Adam Smith, as we have 
seen, laid enormous stress upon the principle of the division 
of labour, and some degree of specialization is a primary 
essential of industrial productivity. Specialization may be 
applied either to employments in general, or to the indus- 
trial processes in particular occupations. The former may 
be more prop^ly described as the co-operation of labour 
and belongs rather to the subject of the organization of 
industry, to which we must give special attention later on. 
The latter may be illustrated by Adam Smith’s ^classical 
description of the eighteen operations of pin-making or 
Say’s hardly less familiar description of the playing-ciUKi 
industry. So simple a thing as a pla^^ing-card is thef 

Tb9 head-qaarten of Met|T|.l4eTcr Bros., i^r Liverpool. 
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maUaxxt of no fewer than seventy distinct operations, and 
Say described a card manufactory where thirty workmen 
prodncrd daily 15,500 cards, whbreas if each of ^ese work- 
men were obliged to perform all the operations liimself, he 
would not probably complete more than two cards in a 
day, or a t^l of 60 for the thirty workmen. 

The advantages of the subdivision of labour in this Adran- 
latter sense have become the commonplace of writers on 
Economic Theory. vSulxii vision tends to shorten appren- division, 
ticeship and the time required by the individual workman 
for perfecting a knowledge of his craft ; it ought to develop 
by the qjere process of repetition, skill, and dexterity ; it 
should save time, which is evidently w'asted on a large scale 
if it be necessary for the operative to pass from one 
operation to another ; it should result also in economy of 
tools, and in prolonging the effective life of machinery, 

It may even, as is claimed for it, lead to the development 
of the faculty of inventiveness on the part of a workman 
who is constantly engaged on the repet; Mon of a highly 
specialized process*. It undoubtedly permits of the em- 
ployment in a particular trade of persons varying greatly 
physical strength, in mental endowments, and in other 
ways. It thus conduces to the productive employment at 
its utmost capacity of the aggregate labour power of the 
community. And as with individuals so witli machinery. 

It not only permits machinery to be kept in constant use, 
but leads to the adaptation of mechanical processes to each 
subdivision of the productive system. The advantages 
claipaed for the suMi vision of labour in a particular 
industry are in many cases not leas evidently* applicable 
to the distribution of industries among •the peoples of 
different countries, and of several continents. Fr(Jm the 
purely economic point of view it is obviously a waste of 
productivpi^ffort that one country should devote time and 
thought and energy to the production of commodities for 
which owing to natural conditions or acquired characteristics 
*it has no particuiar aptitude, ^o take an extreme example : 
it might be^ possible for Scotland to produce wine from 
4 ^ 
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grapes grown in hot-houses, but the production would take 
place at enormous economic cost, and it is far better* 
that Scotland should impoA her claret from Bordeaux, and 
export her textiles or machinery, or e^en her whisky, to 
pay for it. Nor does it greatly signify if France should 
not want her whisky or her textiles. Germany may want 
one or lK)th, and in her turn supply to France the electrical 
plant or dolls, or anything else, of which France may stand 
in need. The important thing from the purely economic 
point of view is plainly that nations like individuals should 
be set to the tasks, and to those only, which ^hey are besl 
fitted to perform. 

These advantages can, however, be secured only on 
certain conditions and under certain limitations. Some 
employments, for example, are much more capable of sub- 
division and specialization than others. An agricultural 
labourer, whose sole skill consisted in reaping, would find 
himself unoccupied for the greater part of the year. In 
proportion as agriculture becomes more ‘industrialized', 
there will obviously be increased opportunity for the appli- 
cation of the principle of the division of labour, but under 
no conceivable^ circumstances is it likely to be carried 
far in agricultures as, for example, in boot-making, or in 
engineering. 

DiTialon There is, however, one limitation which is applicable to 

tSMtent industries. The degi-ee of specialization must depend, 
as Adam Smith pointed out, upon the extent of the market ; 

* by which term, we must of course understand, not a par- 
ticular locality or building, but ‘ the whole of any region 
in which buyers amf sellers are in such free intercourse 
with one another, that the prices of the same goods tend 
to eqtmlity easily and quickly *. This restriction is perhaps 
most simply illustrated by the retail distributive trade. 
There are still remote country villages, whe^ sole dis- 
tributive agency is ‘the village shop'. There you may 
buy bacon and boots, shirts and sugar, tea and cofifee, 
stamps and spades, — in fact, everything o5 which the little" 
community das need. The * market * wlfich th|i village shop 

•r 
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aQ|^li€8 is so restricted that a specialized store for the 
•supply, let us say, of boots and shoes, could not be main* 
tained. Facilities of transport! the development of motor 
deliveries and of parcel post, have done more than anything 
else to extend the market, and so to lead to specialization 
even in th| retail distributive trades. Still, the principle 
first enunciated by Adam Smith, holds good, that the sub- 
division of labour or the specialization of industry is 
limited absolutely by the extent of the market. 

The restriction of the market may Iw) due to natural 
sauscs, or to the absence of artificial facilities, such as those 
suggested af)ove, or it may arise*, from tlic erection of 
artificial^ barriers interposcel, perhaps for perfectly valid 
reasons, between one nation and another. Down to the 
nineteenth century, Germany w'as, in a commercial sense, 
the most backward country in western Europe, and in no 
part of Germany wjus industry less advanced than in 
Prussia. In Prussia alone there were sixty-seven different 
tariffs embracing no less than 3,800 cati'.gories of goods. 
By degrees, Pru^ a was commercially unined, and a uniform 
tariff system was adopted in the form of a Zollverein. 
The lea<l given by Prussia was followed by other parts of 
Germany, until in the early ’Forties, the whole of Germany, 
with the exception of the* German part of Austria, was 
brought into a single Customs Union, The adoption of 
this ZoUvereiu provided the first rea[ impulse to the 
development of modern industry in Germany. 

The principle of the division of labour is subject to 
certain drawbacks as well tia productive of obvious advan- 
tages. Artistic production is, of couvse, in a category apart. 
The man who spends his whole industrial life in turning 
out the legs of a chair is not likely to develop the ^artistic 
sense to the same degree as the craftsmen of old, to whom 
the production of a chair was a single process. Apart, 
however, '^om all questions of artistic production, it is 
possible that manual dexterity may be acquired at the 
• expense of general intelligence, and that the diminution 
of intelligence mry in turn *react \ipon dexterity. In the 
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modern industrial system, the hand is said to become a 
*mere cog in the machine*. As a fact, the human oogw 
more skilled than is genenf^lly supposed. Still, there was 
substance in the oft-quoted saying of J^emontey ‘ It is 
a poor record of a man’s whole life never to have made 
more than the 18th part of a pin.’ Nor did Adam Smith 
himself neglect to w^am his disciples that ‘ the man whose 
whole life is spent in performing a few simple operations 
generally becomes as stupid and ignorant as it is possible 
for a human creature to become ’. How then, can we hope 
to mitigate the intellectual and moral disadvantages of 
extreme specialization in industry ? Only, it* would seem, 
by taking pains to enable the worker to visualize the pro- 
duct to which he has minutely contributed in its final form 
(if any product can be accurately described as final), and to 
estimate its place in the general scheme of economic life. 

Aristotle, in one of the most famous passages of Ths 
1 olltics divides occupations into honourable and ignoble 
ifiavavaiKd). To the former category there belongs strictly 
only the pursuit \)f philosophy and of politics; the crafts- 
man, the merchant, even the professional man, are all 
tinged with th(^‘ banausia’ which excludes the victim from 
all.part in the government of the State. Christian ethics 
and modern philosophy take a different and a healthier 
view. They insist that there is intrinsically no such rigid 
separation between the honourable and the ignoble occupa- 
tion. On the contrary, any occupation, however seemingly 
humble, may on certain conditions be exalted in honour. 
Ethically, everything depends upon the motive; intel- 
lectually, everything depends upon the capacity of the 
individual to idealize his occupation and to see the part 
in rel^on to ^e whole. The work, for example, of the 
most highly skilled surgeon may be essentially ‘ banausic * 
if the sole motive bo (as it rarely is) the monetary Veward. 
On the other hand, the work of the scavenger may be 
highly honourable if it be performed with the consciousness 
that on the scrupulous fulfilment of a humble task the - 
health of the%whole communify may denenl The Puritan 
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idoal W18, in this vespec^^ sound ; the work, whatever it 
must be done * as ever in the great Taskmaster’s eye . 
Nevertheless, it were idle ta pretend that it is easy to 
ideali^ the oomigon task, or that the man who is engaged 
throughout life upon making the eighteenth part of a pin 
can be expected, unless gifted with high imagination, to 
see the rSation of the minute task on which he is em- 
ployed to the general scheme of the universe. 

Apart from moral and intellectual considerations there Economic 
. , -It • tntoitki* 

remains to be considered one conspicuous economic dis- peadonoc. 

advantage incidental to the extreme specialization of 

industiy. ^he further the principle of subdivision is 

carried^he more dependent does each unit in the industrial 

process become upon all the other units. This danger is 

clearly illustrated by the phenomena of industrial disputes, 

A strike or a lock-out of the moulders may throw out of 

gear a large part of the engineering industry ; a general 

railway-strike may dislocate the whole trade of the country. 

And as with industrial strife so with international war. 

The more dependent in the economic sense one nation 

becomes upon another, the greater the dislocation involved 

by an outbreak of hostilities. So serious indeed must the 

"^economic dislocation necessarily be that a certain sect 

of modern philosophers ventured the opinion that the 

economic interdependence of the nations would render the 

outbreak of war impossible. Unfortunately, the passions 

of men have hitherto proved stronger even than the 

strongest of purely economic motives. The strong man 

will be disannetl only if a .stronger than he cometh. 

Commerce will not by itself avail^to cast out fear, or to 

appease jealousy and liatred. It may even intensify these 

passions. Meanwhile, the danger of extrame specialization 

is one which no statesman can afford either fft)m the 

economic or the political standpoint wholly to ignore. 

The phr&se ‘key industries’ may arouse controversial 

echoes which it is hoped entirely to exclude from these 

pages. A k^y industry may be a difficult thing to deffne : 

most produced arc inclined to c{aim for tl^e article they 
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severally produce fundamental importance. But the words, 
however defined, may serve to remind us that practical « 
politics dictate a limit to tl^ application of the principle of 
the division of labour hardly less fonnic^ble, though much 
less clearly definable, than the economic limitation imposed 
by the extent of the market. 

An extended market is, then, essential to specialization 
of industiy. Yet no specialization, however rudimentary, 
can take place without organization. Division involves 
direction. Consequently, the further sub-division is carried 
tlie more important becomes the function of management^ 
Thus two contradictory forces are to-day visibly* striving 
for ascendancy : the one making for the ‘ democra^zation ’ 
of industry ; the other tending towards a more autocratic 
and concentrated control. 

No one can fail to sympathize with the desire manifested 
by many of the manual workers for what is comprehensively 
though somewhat vaguely described as an improved status. 
The Labour Party in their Report on Reconstruction (1918) 
put f )rward the Extreme claim : * The Labpur Party insists 
on Democracy in industry as well as in government. 
It demands the progressive elimination from the control 
of industry of the private capibilist, individual df 
joint-stock ; and ’the setting free of all who work, 
whether by hand or by brain, for the service of the com- 
munity, and of the community only. And the Labour 
Party refuses absolutely to believe that the British people 
will permanently tolerate any reconstruction or perpetua- 
tion of the disorganization, waste, and inefficiency involved 
in the abandonment of British industry to a jostling crowd 
of separate ‘private employees.’* Even Lord Robert Cecil 
goes so far as t6 claim that the wage-earners should have 
a voice* in the management of the concern to which they 
contribute their labour. * It seems to me he writer, * that 
from every point of view there would be much t<^be gained 
by raising the status of the w’orker to that of a partner. . . . 
And when it is said that the wage-earners should have 
* iLoboitr and the Neu^Social Order^ p. 11. 
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a vom in tJie management, it is not enongh to giye them a 
vmee in the settlement of wages and conditions of labour. 
Conditions of labour largely depend on directive policy. 
The method in w^jich a business is carried on often auto- 
matically settles the wages that can be paid. Moreover, 
unless the wage-earners are given a share in the responsi- 
bility for carrying on a business it is almost impossible for 
them to consider questions of hours and wages in a broad, 
practical spirit ; and unless they are in a position to obtain, 
as of right, authoritative information as to the economic 
position of the undertaking, how can they form a trust- 
worthy Jud^ent on such questions? To exclude the 
wage-etoiers from a share in the general management is to 
destroy the chief psychological value of the proposal.' ^ 

A thoughtful, and on the whole moderately worded, 
memorandom prepared by the Garton Foundation in 1916 
puts the same point. ‘ Industry itself Inis a human side. 
The discontent of l.al)our is not exclusively a matter of 
wages and houi*8 of work. It is l)ecoming increasingly 
evident that it is based to a very large extent upon ques- 
tions of status and social conditions.”-^ Nor arc these 
arguments limited to the sphere of Engjjsh, or even of 
European industry’. There is no American publicist who 
writes with greater authority or more complete sanity than 
Dr. Nicholas Murray Butler, President of Columbia Univer- 
sity. ‘ The real Liibour problem he writes, ‘ as it now 
presents itself to the people of the Unifcd States is this. 
Can the nation’s industries be so organized and adminis- 
tered as to bring to the service of indu.stry the well-tested 
principles and ideals of political dqjnocracy, without over- 
turning the foundations of the Republic and without 
destroying the only guarantees on which ofder, liberty, and 
« progress can possibly rest?’ And again, * If we almndon 
our fondness for abstractions and look at any industrial 
process jui?t as it is, we quickly discover that it is an enter- 
prise in hiunan co-operation. . . . When this point has been 

* The New Ouilbok, ly Lord Roliert Cecil, M.P. (1919). 

* Memc$nndum on ciw Induntnal Situation after the War (1916), p* 11. 
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made clear and industry is viewed as a co-operative enter* 
prise in production, then it follows that those who work, 
with their hands, like tho|B who work with their brains 
and those who work with their savings, jtre entitled*to take 
part in the organization and direction of the industry and 
to have a voice in determining the conditions under which 
their co-operation shall be given and continued.^ 

That there is considerable force in these contentions no 
reasonable person will deny. The manual worker of to-day 
is, in all democratic states, not merely an operative but 
a citizen; he has been entrusted by the State with a 
political responsibility not inferior to that of the greatest 
capitalist, the largest landowner, or the most enttrfprising 
director of industry. Moreover, successive Education Acts 
have given him the key of knowledge. It is not surpris- 
ing therefore thtii the wage-earner should manifest some 
restlessness under an industrial system, the main outlines 
of which were devised when he had scant education and 
was excluded from all share of political responsibility. 
llMier- Nunc the less, Ve must keep clearly in view the supreme 
®^j®ct to the attainment of which industrial organization 
is directed. It^ is the common interest of all parties that 
the aggregate production of commodities should be on tke 
largest possible scale. Under the conditions which prevail 
in the modem world, the attainment of this object demands 
the highest directive capacity. For a large number of com- 
modities the market is now co-extensivc with the world. 
Remunerative production depends on an intimate know- 
ledge of that market. If a profit is to be made or an 
appalling loss to be avoided, decisions must frequently be 
taken not merely with full knowledge but with the utmost 
promptitude. The managerial function in industry has 
consequently never been so supremely important as it 
to-day. Walker therefore is probably accurate ifl^saying 
that ‘ whatever may be true of politics, the industry of the 
world is not tending towards democracy, but in the oppo- 
site direction. ... In a community where division of 
^ Th€ Bid Labor PtvbUm^ by Nkbolas Mur^y Sutler (1919). 
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lalxnu* has proceeded bttt a little way, the man of intellect 
moves bat one pair of arms. In a highly-organized indos- 

trial system, he moves a thouiand Whether we rejoice 

or repine at the eatension of the principle of mastership in 
industry, it is the most characteristic fact of the industrial 
system of ^-day. It is likely to gain rather than to lose 
importance in the years to come.’ ^ 

The interval which has elapsed since Walker’s words 
were written — some forty years ago— has not impaired 
their force. Quite the contrary. Yet to insist upon the 
rfjupreme importance of management in industry is not to 
deny that there is an increasingly wide domain common to 
employers and employed. Wise employers and prudent 
managers will certainly bring into council as far as they 
possibly can representatives of the manual workers. As 
regards the internal management of the factory or work- 
shop, the mine or the forge, the opinion of representative 
workmen is entitled to, and should receive, the utmost 
consideration. Works committees and councils have already 
done much, whe • set up by voluntary agreement, to diminish 
causes of friction, and by securing internal harmony, to 
promote aggregate production. The questions which come 
Before such councils for consideration are almost wholly 
distinct from those commercial or financial problems with 
which management in the technical sense is more specially 
concerned. . 

As will presently be shown in greater detail, management 
itself is subject to the principle of division of labour. There 
is, in every large industrial conceni, a commercial depart- 
ment concerned with buying and selling ; a §nancial de- 
partment concerned with accountancy, costing, and the like, 
besides the industrial department concerned with tjie pro- 
‘"Nosses of production. Nevertheless, ultimate power and 
responsibility is necessarily confided to an individual, 
whether he be the general manager, managing-director, 
chairman of a board, or personal proprietor. Policy must 
' be dictated by him. Yet dictatorship does not imply 
* Political Economy, bP‘ 
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tjrranny ; on the contrary, it is compatible with a consider- 
able degree of delegation and decentralization. Even if we 
assent to Walker’s proposi^on that mastership is ycreae- 
ingly important in the organization ofeindustry, we may 
none the less concur in the demand put forward on behalf of 
the manual workers, that within the appropriate sphere 
they should enjoy an improved status, and be endowed with 
some responsibility for the conditions under which they and 
their fellows pass their working lives. The two principles 
are not incompatible, and to reconcile the ‘democracy* 
demanded by labour with the ‘ mastership ’ emphasized bj^ 
Walker, is to-day the most insistent problem in industrial 
organization. On its solution depends the possilSlity of 
industrial peace. 



CHAPTER V 

THE. ORGANIZATION OF PRODUCTION 

THE EVOLUTION OF MODERN INDUSTRY 

‘The esBence of the industrial revolution is the substitution of 
competition for the mediaeval re^fulations which have previously 
controlled the production and distribution of wealth. . . . The slowly 
dissolving* framework of mediaeval industrial life was suddenly 
broken in pieces by the mighty blows of the steam-engine and the 
power-l^^n. With it disappeared, like a dream, those ancient habits 
of social union and personal affection which had lingered on in the 
quiet homesteads where master and apprentice worked side by side 
at the loom and in the forge. Industry was dragged from cottages 
into factories and cities ; the operative who laboured in the mill was 
parted from the capitalist who owned it ; and the struggle for the 
wealth which machinery promised withered the old bonds of mutual 
trust, and made competition seem a new and terrible force.’ — 

Arnold Toynbee. 

‘The shuttle drops from the fingers of the weaver, and falls into 
iron hands who pljv’l faster.’— Thomas CAiiLYtE. 

‘The weaver, whose cottage has been his factory, whose hand-loom 
had been his only implement, found himself beaten bv the great 
manufacturer whose machinery enabled one paimiof hands to do the 
>l»rk of ten men.’— Sib Spencer Walpole. 

T he typical unit of the present industrial system is The exist- 
the Joint Stock Company consisting of a body of 
shareholders whose liability is limited to the amount organUa- 
of their shares in the particular concern, and controlled as 
to its industrial activities by a Board of Directors who 
commit executive authority to a salaried manager or a 
managing-director. To the commercial success of such 
a concern many parties must contribute; the different 
categories need not necessarily be exclusive, bijt they 
"•^paerally comprise: (1) persons who supply the manual 
labour, and are remunerated by wages; (2) the salaried 
officials who supply the element of direction ; and (3) the 
shareholders who supply the permanent capital. To these 
must be added, in the majority of cases, the bankers who 
provide credit or temporary *capittfi. 
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Labour itself subdivides into a multitude of oateg<»iea. 
There are the unskilled labourers at the bottom of the 
hierarchy; the skilled oper^ves; the mechanics, engineers, 
and so forth ; the stablemen or motormem; the timekeepers, 
foremen, and overseers; the clerks, accountants, and other 
officials. Of these, some are classed as ‘ manual * workers, 
though as a fact their work may demand high intelligence 
and much technical ability. These are, as a rule, remu- 
nerated by weekly wages and their tenure is precarious, 
l)eing generally subject to a week’s notice. Others receive 
fixed salaries, with some greater security of ^tenure. 
alike contribute ‘labour’, though the term has jjitherto 
by usage been confined to manual workers in receipt of 
weekly wages. Latterly an attempt has been made to 
enlarge the conception of the term ‘ labour and to include 
in the ranks of the ‘workers’ salaried clerks and other 
‘ black -coated ’ officials, as well as those who work in shirt- 
sleeves or overalls. All are in fact employes, and, as 
employes, receive a fixed remuneration without reference 
to the profits earned by the concern irr which they are 
employed. But if they are simply ‘ employ^’, so also are 
all the higher (fTiicials of a Limited Company up to and 
including the general manager. The last named may, of 
course, be a shareholder in the Company, as, indeed, may 
any other employ^, down to the porters and stablemen. 
It were much to, be desired that all should be: but their 
remuneration as ‘workers’ is wholly distinct from any 
dividend they may receive as shareholders, and does not 
necessarily, or commonly, bear any relation to it. The 
general manager, or kideed any other employ^ may be 
remunerated partly by fixed salary or wages, and partly 
by a cc^mission or bonus proportioned to and fluctuating 
with the aggregate profits of the concern. But 
participation in profits, if extended to all, or to any consider- 
able proportion of the employes, would remove the concern 
out of the ordinary category which we are now con- 
sidering. 

I«- The emploj^ers are, in such concerns, the shareholders who 
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gpmride the capital, and receive intereat or profits and, to the 
extent of their limited liability, bear the burden of losses. 
Generally the loss falls exclusively upon the * ordinary 
fhareholders— the fiscipients of the * dividend *, that is, the 
residual profits as well as interest. These distinctions will 
be more fuHy explained when we pass from the problem of 
production to that of distribution ; but it may be con- 
venient at this point to observe that the capital of a typical 
industrial company is generally divided, into : (i) Debentures, 
carrying a fixed and relatively low rate of intero.st, but 
secured, 619 a rule, by a mortgage on the real property and 
possiblyjipon other assets of the Company; (ii) Preference 
shares, also carrying a fixed but somewhat higher rate of 
interest, with somewhat lens security behind them and with 
no definite lien upon assets ; (iii) Ordinary shares, entitled 
to receive in the form of a ‘ dividend ’ any surplus profits, 
after the claims for del)enture and preference interest have 
been met. Dividends on ‘ordinary’ stock are, therefore, 
something diflerenl from intereat on mere capitiil; they 
represent the remtineration clue to those who take the risks 
inseparable from trade. The ditlerent categories of capital 
be, and frequently are, further suMivTdod into ‘ First * 
and ‘ Second ’ Debentures, or Preference Shares, and into 
‘ Preferred ’ and ‘ Deferred ’ Ordinary Shares ; but such 
subdivisions do not alfect the principle underlying the 
several categories. • 

Such is, in skeleton, the form of the typical unit of the One man 
industrial system of to-day. But though typical it is by 
no means universal. There still exist businesses of the old- oonoerne. 
fashioned type, in which the capital is all supplied by an 
individual who not only owns hut manages the concern; 
or by two or more partners who contribute etjual onvary- 
Ti%;<namounts of capital and jointly conduct the business. 

In such concerns the liability of the single owner or the 
partners is imlimited. With the view' of avoiding so onerous 
a financial responsibility, and for many other reasons, it 
is increasingly common to ^nvert such concerns into 
‘ one-man * oompanil^s or priv|ite companies in which prac- 



Oo-part- 

narfhip 

conoerns. 


Profit-* 

iharlng. 


64 ECONOMICS AND BIEDCS 

tioally sU the share-capital is held respectively by a ringle^. 
individual, by the ‘partners^ or by the members of a family 
or group of families. Such conversions can be .effected 
only under conditions laid down in StMutea of increasing 
stringency, but the law finds it difficult to guard against 
the evasion of legal conditions and to close ail the loop- 
holes which ingenuity may devise. 

Other deviations from the normal type are to be found in 
concerns conducted on the principles of Co-partnership or 
productive co-operation. In these concerns the operatives 
are themselves the shareholders, while the ir^nj^ement » 
vested in a Committee, who, like a Board of IJJrectors, 
appoint their Executive officers. In theory there should be 
no labour employed which is remunerated solely by wages, 
and there should be no capitalists who are not contributing 
labour, either of hand or brain. This ideal, though much 
to be desired, is rarely attained. A considerable proportion 
of the capital is ‘ loan-capital * borrowed, in precisely the 
same way as a Jpint Stock Company borrows on debentures, 
from outsiders at a fixed and moderate rsAe of interest. 

Nor are the employ^, as theoretically they should be, 
invariably sharfiiolders. Yet the experiments in Co-opera- 
tion, Co-partnership, and Profit-Sharing, though by no 
means invariably successful, are of great interest, and 
demand the earnest attention of all who seek a settlement 
of the difficulties which at present confront the industrial 
world. Hitherto the productive eflTort of co-partnersliip and 
co-operative societies has, apart from the supply of com- 
modities to the distributive societies, been on a relatively 
restricted scale. 

The principle of profit-sharing, of supplementing wages 
by a share in profits, may be regarded as a variant of the 
co-operative idea, or, perhaps with equal accura(sy,f.9«^ 
variant of the Joint Stock system. On the face of it 
nothing would seem to be more intrinsically just, or more 
likely to encourage the highest productive effort, than to 
give to every employe a direct financial interest in the 
success of £he concern *to w^ich he contributes his labour. 
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leaMui which have militated against the sacoessfni 
application of a principle apparently so hopeful will demand 
and revive consideration in a Ikter chapter. 

The experimenf^ in profit-sharing and productive co- 
operation have been as yet relatively few. The prevailing 
type of in(Justrial concern is that of the Joint Stock com- 
pany already described. But it is only in recent years that 
it has begun to prevail, and it will be well therefore to 
indicate very briefly the main stages by which the in- 
dustrial system of to-day has been gradually evolved. 

^ Down to the later years of the eighteenth century the The self- 
outstanding characteristic of English life, both in its 
economic and its social aspect, was its insularity. This hold, 
insularity was due partly to the lack of means of com- 
munication, partly to the extreme simplicity of economic 
organization, and partly to the general acquiescence 
in what we should now regard as a low standard of 
comfort, and to the almost complete absence of any demand 
for commodities other than those produced by the indivi- 
dual household in the immediate locMity. The first 
clearly marked stage in the evolution of industry is there- 
fore the self-sufiicing household. The description given by 
Wordsworth of the statesmen of Lakeland was, as already 
observed, true in many respects of other parts of England. 

Down to the eighteenth century Southern England was, how- 
ever, industrially much more advanced thap the counties to 
the north of the Trent. In agriculture the unit, as we 
have seen, was to be found in the manor, and the manorial 
organization implied a considerable degree of agricultural 
co-operation, though each individuaj househol(^ was to a 
large extent self-sufficing. 

The growth of town life inevitably introduced iq em- The 
‘Jibjjj'onic form the principle of interdependence, though 8*'owth 
perhaps to a lesser degree than is commonly represented. 

The typical town was agriculturally dependent upon one 
or more manors immediately adjacent to it. Oxford, for 
example, had just outside the city wall the manor of 
Holywell, and close ^to the to^n meadow (‘ PorU Meadow’) 
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was the manor of Binaey. So with other towns.^ But 
with the development of town life, there naturally came 
into existence a distinct cl&ss of professional craftsmen; 
the first crafts to be difierentiated being those of the 
weavers and the smiths. The craftsmen soon realized the 
necessity of association, if only for purposes o^ protection 
against the exactions of the feudal lords or the competition 
of outsiders. These necessities gave rise at a very early 
stage in the development of town life to the Merchant 
Gilds. The mention of these associations is apt to awaken 
the echoes of historical controversy, but into those dispute(J^ 
questions it is not necessary in the present connexion to 
intrude. It will suffice to say that the relations iDetween 
the gild merchant and the town government quickly and 
naturally became exceedingly intimate. The merchant 
gild, was the most, and in many cases the only, permanent 
and substantial association within the town. With the 
gild therefore, the Crown and the feudal lord found it 
convenient to deal, while the gild was willing on its part 
to accept responsibility for the payments respectively due to 
the Crown and lord, in return for the concession of trading 
privileges. The^f privileges were exclusive, both as regards 
their fellow citizens, and still more as regards ‘ foreigners \ 
a term which applied not merely to people from oversea, 
but to the citizens of other towns. In the course of 
centuries, privilege hardened into protection, and as time 
went on protection undoubtedly retarded progress. But 
during the period of urban infancy and adolescence, the 
gilds were, in the main, beneficent institutions maintaining 
a reasonably high standard of quality in the commodities 
produced by their members, and maintaining also the * just 
pricey* demanded by contemporary opinion. 

The merchant gilds were associations of men who^p?e 
at once craftsmen and traders. Between the two economic 
functions there was indeed in early days no differentiation ; 
goods were purchased by the consumer from the people who 

' This point is illustrated in detail in the late Prof. F. W. Maitland’s* 
illuimnatmg work, Townslwp and Manor, 
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jWdaeed Uiem, By degrees, however, the merehant or 
middleman emerged ajs a distinct economic class, and the 
process^of differentiation gradually brought into being, side 
by side with the gild merchant, associations of specialized 
craftsmen. That the craft gilds represented a labour 
revolt against capitalistic associations is an idea no longer 
accepted by the best authorities. Even trained economic 
investigators are liable to be misled by modern analogies, 
and are apt to read into the history of the past the indus- 
trial ideas of the present. The scholar mainly responsible 
,for the once^ fashionable view that the rise of the craft 
gilds was due to a successful revolt against the aristocratic 
exclusiveness of the merchants’ gilds was Brentano.^ But 
Brentano’s generalization was based, as regards England, 
upon insufficient evidence. The truth would seem to that 
as the gild merchant tended to become more closely identified 
with the municipal organization, the special economic or 
mercantile functions it had originally performed were 
gradually relegated to the craft gilds. The earliest men- 
tion of a craft gi* J is to be found in the laws and charters 
of Henry I, who granted the privileges of association to 
weavers of London, Oxford, and Winchester. The object 
of ’these specialized gilds was primarily to regulate the 
internal organization of the particular craft or trade. They 
fixed the hours of labour ; they regulated the rate of wages, 
they laid dow^ rules in regard to the training of appren- 
tices, and did their best to maintain a reasonable standard 
of efficiency in production, and a ‘just price ’ as between 
p3X>ducer and consumer. 

By the sixteenth century the town organizaiion of the 
Middle Ages was almost completely disintegrated, and 
under the provisions of the Statute of Apprentices (15S2) the 
’ assumed responsibility for the discharge of such func- 
tions of the craft gilds as could not yet be dispensed with. 
The transition from the gild economy to national economy 
marks an era of immense significance alike in the sphere of 
politics and of industry. During the Middle Ages there 
* Engli^ GUdi, 
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was no international trade for the simple reaaom that 
Europe was not then made up of an aggregate of nations. 
Town traded with town, aifd great associations of grading 
towns, like that of the Hanseatic League, were formed to 
promote commerce and to protect the privileges of traders. 

As yet, however, the State had not formulated an econo- 
mic policy, mainly because the State was not as yet identi- 
fied with the nation. The nation-states-system, as we 
understand it, began to emerge towards the close of the 
fifteenth century, and in the course of the four succeeding 
centuries Europe was exhaustively parcelled out inta 
independent nation-states. The nation-state no sooner came 
into being than it began to concern itself with the trade 
of its citizens and the fiscal profit to itself to be derived 
therefrom. The alliance between governments and mer- 
chants led to the development of what is known as the 
mercantile system. Henry VII was the first of English 
kings to give serious concern to the problem of inter- 
national trade. ^ ‘ He ever strove *, wrote Bacon, * that 
merchandise being of all crafts the chiei^ craft, and to all 
men most profitable and necessary, might be the more 
plentifuller used, "haunted, and employed in his realms and 
dominions.* The same philosophic historian suggests ^e 
dominant motive of this new departure : it was less national 
wealth than national security. Adam Smith in his famous 
and highly critical analysis of the mercantile system lays 
too exclusive an emphasis on motives of cupidity. Not 
only does he confuse the policy of the mercantilists with 
that of the bullionists and attribute to the former the 
fallacy of tidentifying* wealth and money, but he under- 
estimates, if 1^ does not wholly ignore, the political 
motives which inspired the policy of the Stata ‘ Bowing 
the ancient policy of their estate from consideratiigi^f 
plenty to consideration of power*: — Bacon hit the mark 
more accurately than Adam Smith. The primary purpose 
of the mercantile system was not so much opulence as 
defence. It was the old idea of self-sufficiency extended 
from the unit of the household to the unit of the State. 
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The self-BuflSciency of the household may have been due to 
hiexorable economic necessity^ The self-sufliciency of the 
State was due to deliberate policy. Yet mercantilism did 
not mean commercial isolation. On the contraiy, it marks 
an important stage in the development of international 
trade. Wfth that development, however, we are at present 
concerned only so far as it reacted upon the evolution of 
industry. 

The widening of the market, due partly to the geo- 
graphical discoveries of the late fifteenth century, partly gygtem. 
'to the emergence of strong national monarchies and the 
formation of nation-states, necessarily induced greater 
specialization in industry. The trader, as distinct from the 
producer, gradually emerged. Production became, though 
very slowly, more and more dependent upon capital. Just 
as we passed from an economy based on the self-sufficing 
household, to one in which the craft gilds played a leading 
part, so the break-up of the gild system initiated a third 
stage of industrial evolution to which tln^ term ‘ Domestic 
System ’ has been somewhat misleadingly applied. ‘ What 
I mean \ said a witness before a Parliamentary committee, 

‘ by the Domestic System is the little clothiers living in 
villages or detached places with all their comforts carrying 
on business with their own capital : every one must have 
some capital more or less to carry on his trade, and they 
are in some degree little merchants as well as manufac- 
turers 

The hierarchy of the Domestic System differed little Master, ap- 
from that of the craft gilds. At the head of it was the aid^jour- 
master-manufacturer, something of*a capitalistf but work- neymen. 
ing with his hands ; the owner perhaps Qf three or four 
looms, the employer, it may be, of eight or ten peopl», men, 
t«5ap3n, and children. *A11 the processes through which 
the wool was put — and it is the woollen industry which 
brought into being the Domestic System, as it had at an 
earlier stage of industrial evolution, initiated the craft 

^ By a * manufacturer ' was in ftiose days meant notfthe capitalist 
empl(^er, but the man who worked with his hands. 
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gilds-the spinning, tie weaving, and in many cases also 
the dyeing were carried oiv actually in the house of tiie 
manufacturer or in an adjacent shed. His manurf work 
was shared by the apprentices and thd journeymen, the 
latter being wage-earning employda originally working, as 
the word implies, by the day, but now generally engaged 
by the year. The apprentices, on the other hand, were 
bound to tlie master for a term of service generally fixed 
at seven years. The system was, in the highest degree, 
paternal, and the relations between master, apprentice, and 
journeyman were generally of the most intimate kind.’ 

’ Both the apprentices, for whose moral education he was 
responsible, and the journeymen, were lodged and boarded 
in the master’s house. Between men living in such close 
and continuous relations ... the bonds were naturally very 
intimate. N or were these bonds loosened when the journey- 
man married and lived in his own house. The master knew . 
all his affairs, his peculiar wants, his peculiarities, as well 
as he did before^ If the weaver was sick, the master lent 
him money ; if trade was slack he kept ‘him on at a loss. 
This state of things had its dark side no doubt, but that it 
existed there is a mass of evidence to prove.’ ‘Masers 
and men ’, said one employer in evidence, ‘ were in general 
so joined together in sentiment that they did not wish to 
be separated if they could help it.’ ‘ The workmen ’, adds 
Toynbee, ’ corroberated the assertions of the masters.’ * It 
seldom happens ’, said a weaver, ‘ that the small clothiers 
change their men except in case of sickness or death.’ ^ 

The The system thus briefly described persisted until the 

later decades of the ei^teenth century. It was broken up 
l77o’ mo series of rapid changes to which in the aggregate 

the term ‘ the Industrial Revolution ’ is now commonly 
applied. To that revolution there were many sidec ; 
characteristic features were manifested under many aspects. 
The essence of the revolution consists, however, in the 
transition from the Domestic to the Factory System. That 
transition was facilitated, rather rendered inevitable 
^ Toynbee, Industrial Hevoluticn, ^p. 182-4. 
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by a series of mechanical inventionB which during, the 
period between 1738 and 1790 succeeded one another with 
great ^pidity. These invenfions revolutionized the con- 
ditions of our two great staple industries— textiles and 
; they substituted steam for handdabour as the motive 
power in ijianufactures ; they initiated the railway-system ; 
and by these means transformed England, which down to 
the middle of the eighteenth century had been a sparsely 
populated pasture-farm, into a thickly populated aggregation 
of toMms, the world-centre of manufactures, of commerce, 
and of finance. At the close of the Napoleonic wars 
England’s supremacy was unchallenged: she was the 
manufacturer, the carrier, the banker of the world. 

The first of these cardinal inventions was that of the The 
fly-shuttle, which in 1733 was patented by Kay, a weaver 
of Bury in Lancashire. Hitherto the supply of yam, tions. 
which was spun in countless cottages and farm-houses 
all over the country, had fairly kept pace with the demands 
of the weavers; for the weaving process, in which the 
shuttle carryin^^ the weft was passed frbm hand to hand 
through the threads of the warp, was exceedingly laborious 
and slow. But Kay’s invention, by which the shuttle was 
pfbpelled mechanically from side to side doubled the 
rapidity of the weaving process. The spinners could no 
longer keep pace with the weavers. Much ingenuity was 
expended on .trying to discover a means of redressing the 
balance, and at last in 1764, James Hargraves of Blackburn, 
himself a hand-loom weaver, hit, more or less accidentally, 
upon the device of the ‘ Spinning-Jenny ’. The Spinning- 
Jenny made it possible, through tlie instrumentality of a 
wheel, to work simultaneously a number of spindles. 
Moreover, the machine was so simple *that it could be 
wojrked by children, and an immense impulse was thus 
given to the spinning industry. Five years later (1769), 
Richard Arkwright of Cromford took out his patent for 
a machine which perfected the method of spinning by 
rollers, and so completed the work begun by Hargreaves. 
Crompton then .combined* the principles ol Hargreaves’ 
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jenny with Arkwright's water-frame in his *MusIin Whed^ 
or ‘Mule’. The year (1785) which witnessed the prodncticHi 
of Crompton’s ‘Mule ' was memorable also for the indention 
by Edmund Cartwright, a Kentish parson, of the Power 
Loom. The machine invented by Cartwright was gradually 
perfected, until by 1815 there were no fewer ihan 2,800 
power looms in use. All these inventions were, in the first 
instance, applied to the spinning and weaving of cotton, 
and consequently it was the cotton industry which led the 
way in the industrial revolution. By degrees they were 
adopted in the much older, and at that time more important . 
and conservative, woollen industry, but in a very short 
time wool had to yield pride of place to cotton. In 1755 
only five bags of cotton were imported into Liverpool from 
America; in 1786, only six bags ; by 1837, 1,033,773 bags. 
In 1782 the total value of cotton goods produced in Britain 
was only £960,000 as compared with £16,800,000 worth 
of woollens. By 1882 the value of the latter had not quite 
trebled (to £46,400,000), while that of cotton had in 
the course of ttfe same period multiplied ninety-fold (to 
£95,200,000). The exports of woollens which in 1723 
were £2,000,000 — one-fourth of the total export trade- 
had by 1833 risen to £6,539,731. Cotton exports in fhe 
same period advanced from £23,253 to £18,486,400. 

In themselves, the inventions of Kay, Hargreaves, 
Arkwright, and f rompton, might never l\ave dragged 
industry out of the cottages into the mills. But they all 
had one characteristic in common : they were all capable 
of being worked by power. Boulton, James Watt's partner, 
is said to have remarked to George III : ‘I sell. Sire, what 
all' the world wants— power.’ But in the first stage of the 
industrial revolution manufacturing power was obtained 
not from coal but from water. Hence the new te^yjiile 
mills were to be found mainly in the deep valleys of the 
West Riding or on the banks of the streams of Derbyshire 
and Lancashire. Meanwhile James Watt had, as far back 
as 1765, patented his steam-engine, and, during the last two 
decades of the eighteenth century, Watt’s engines began 
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lifSii inereiiiring rapidity to be applied to the manufacture 
of woollen, cotton, and linen jgoods. The application of 
steam-p^wer to manufactures led, in time, to the almost 
complete abandonment of water-power in connexion with 
the staple manufactures of the country; but the process 
was a gradual one ; only by degrees were the Pennine 
streams deserted for the coal-fields. 

The steam-engine, then, must be regarded as the main 
agent in the transformation of England. The utilization 
of water-power practically involved the concentration of 
industry in factories, but the factories themselves were 
not necessarily concentrated in towns. On the contrary, 
they were dispersed along the courses of rivers. When, 
however, industry passed under the mighty empire of 
steam, the new factories were almost necessarily erected 
in close proximity to the coal-fields. It was water-power 
which had given to Lancashire, the West Riding, a^ 
Derbyshire their first start towards industrial supremdJ!^ 
It was their coal-fields which confirmed it. 

Important results followed. Population, hitherto small 
and scattered, began for the first time to be aggregated 
into towns, and, under the impulse of the revolution in 
manufacturing processes, to increase with great rapidity. 
At the beginning of the eighteenth century 76 per cent 
of the total population was rural ; only 24 per cent of the 
people lived in pities and market towns, JThe proportions 
are now almost exactly reversed. At the end of the seven- 
teenth century Manchester had a population of 6,000 
people, and Liverpool of 4,000. Before the end of the 
nineteenth they each counted over Imlf a millio®. Defoe, 
writing in 1725, said, ‘The country south of the Trent 
is by far the largest as well as the richest and ^ost 
populpps.* Excluding -the metropolitan counties of 
Middlesex and Surrey, the most thickly populated coun- 
ties at that time were, in order, Gloucestershire, Somerset, 
Wilts, Worcester, Northamptonshire, Herts, and Bucks. 
The country beyond Trent was not quite in the state of 
barbarism describee^ by Macaulay,* but it was in every 
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respect more backward than the comities aonth of tiiat i 
river. The industrial revolution, then, not only led to 
a rapid increase in population but involved a« notable 
change in its distribution as between country and town ; 
between south and north; and, not least, if we have regard 
to the United Kingdom as a whole, between Ireland and 
Great Britain. 

The Another notable result of the revolution is to be found 

Jf kboifr. in the increased mobility of labour. Modem economic 
theory depends for its validity in large measure upon two 
assumptions : •the mobility of labour and the easy and 
rapid transferability of capital. Yet as late as 1776 Adam 
Smith could write, ‘ A man is of all sorts of luggage the 
most difficult to be transported.* In his time men were. 
Down to the end of the eighteenth century, indeed, it was 
broadly true that where a man was bom there he lived 
and worked and died. This immobility was due partly to 
restrictions imposed by statute law ; partly to the absence 
of means of transport and communication. The principle of 
' settlement ’ is almost coeval with public provision for the 
relief of the poor. Under the law of settlement parishes 
were bound to provide for the poor who could prove con- 
tinuous residence in the parish for not less than forty 
days. Consequently, under an Act of 1662 the Justices of 
the Peace were authorized, in order to prevent alien paupers 
from becoming » chargeable to their several parishes, to 
order the removal of any person who could not, within 
a period of forty days from his first settlement in the 
parish, prove the substantiality of his means of living. 
The parish officers spent an appreciable portion of their 
time and energy in hunting down these possible claimants 
for public charity and procuring their expulsion. Adam 
Smith denounced the Act of 1662 ‘ as an evident vyjlation 
of natural liberty and justice and went so far as to affirm 
that ‘there is scarce a poor man in England of forty 
years of age who has not in some part of his life felt 
himself most cruelly oppressed by this ill-contrived law of 
settlement^*’. 
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Still, powerful as was the influence of Statute law, the 
iinmobility of labour was due in even greater measure to 
tile absence of means of communication. There were no 
railways until the third decade of the nineteenth century ; 
the first Act of Parliament to authorize the construction of 
a canal waS passed in 1755, while the roads, with few 
exceptions, were scandalously bad. ‘Good roads', wrote 
Adam Smith in 1776, ‘canals and navigable rivers by 
diminishing the expenses of carriage, put the remote parts 
of the country more nearly upon a level with those in the 
fteighbourbood of the towns. They are, on' that account, 
the greatest of all improvements.’ Down to the middle 
of the eighteenth century, little effort was made in that 
direction. ‘ On the best lines of communication writes 
Macaulay, ‘the ruts were deep, the descents precipitous, 
and the way often such as it was hardly possible to distin- 
guish in the dusk from the unenclosed heath and fen whicjx ^ 
lay on both sides. ... It happened almost every day That 
'Coaches stuck fast until a team of cattle co^id be procured 
from some neighbouring farm to tug them out of the 
slough.* Defoe, writing in 1725, bore similar testimony 
to the badness of English roads, and even by Arthur 
Young’s time things had improved but little. Young’s 
Tours (circ. 1775) are full of eloquent denunciations of 
the state of the roads. Referring to the road by the side 
of which the London and North Western Railway now 
runs, from Preston for Wigan, he wrote : ‘ I know not in 
the whole range of language terms sufficiently expressive 
to describe this infernal road.’ Again : ‘ If possible this 
execrable road (Liverpool to Altriflcham) is wrse than 
that from Preston.’ The economic valu^ of the work 
accomplished by Telford and McAdam can hardly theaefore 
be exaggerated. Meanwhile, much had been done in the 
improvement of waterways. The Act of 1755, already 
mentioned, authorized the construction of a canal from 
Liverpool to St. Helens; in 1759 the Duke of Bridgwater 
procured an Act which enabl(j|i him with the assistance of 
James Brindley to construct (Jie caflal which still bears his 
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name; in \111 the Grand Trunk Canal connecting life 
Mersey and the Trent waa opened; Hull, Liverpool, anSi 
Bristol were in the same way connected before teng, and 
in 1792 the Grand Junction Canal connected London, 
Oxford, and tlie 'great Midland towns. So rapidly did the 
canalization of England proceed, when once iif was tardily 
begun, that by 1837 there were, according to Porter, no 
less than 4,000 miles of navigable waterway in England.* 
By that time, however, canals had already been reduced to 
a position of secondary importance by the utilization of the 
steam-engine for purposes of locomotion, and the consequent 
initiation (1825) of the railroad system. 

Trans- Hardly less important than the increased mobility thus 
of capitai imparted to the human factor in industry, and the cheaper 
and more rapid transport of commodities, was the extension 
of the idea of credit and banking. The easy transferability 
uof capital was an essential factor in the commercial no less 
than in the industrial transformation of England. So long 
as foreign trade was relatively insignificant; so long as 
agriculture and industry were mainly ifelf-suflSicing, there 
was little demand for the accumulation of capital, and still 
less for the development of the machinery for rendering 
it quickly available at any point where it might most be 
needed. The function of capital in production will, how- 
ever, demand attention in the next chapter. Here it is 
only necessary to note the development of the machinery 
of credit as one of the many manifestations incidental to 
the industrial revolution. 

Resulte At the stupendously important results of that revolution 

Beyolu- *8 only possible in this place to hint. They were partly 

tion. c social, partly political, but fundamentally economic. The 
econetnic results were twofold ; on the one hand the revolu- 
tion gave an immense impulse to the arts of proditction, 
and went far, for the time being at any rate, to solve that 
primary problem of economics. On the other hand it may 
almost be said to have given birth to the problem of 

> Progms^of the Nation, lo tlfe total ot 4,000 miles, the canals 
contributed 2,200 ; rivers 1,800. ^ 



im 6 mi 3 smi!m of peoduction n 

^i^lribatioD. Obviously no problem of distribution could 
arise 80 long as industry and agriculture was self-sufficing. 

Nor did. the problem become acute under the Domestic 
System. So long as the mass of the population were not 
wholly dependent on wages, the sharp distinction between 
wages and profits evidently did not emerge. It was the 
division of labour; the clear diflerentiation of economic 
functions; the divorce of the wage-paid labourer from 
the ownership of the soil or its usufruct; the distinction 
between ‘ the hand * and the manufacturer : the widening 
gulf between employ^ and employer : — it wes these things 
which accentuated, if they did not initiate, the problem of 
distribution and which emphasized the antagonism between 
Labour and Capital. Detailed discussion of the intricate 
problems which then for the first time arose must be post- 
poned. Nor must we dwell upon the social results of the 
industrial revolution. They followed naturally if not in- 
evitably upon the economic. Under the old 8ystem,^faMSffe^ 
if small was stead}^ and the recurrent crises which are one 
of the most disi orbing and distressing features of the 
modern economic order were virtually unknown. Unem- 
ployment was not a problem which could present itself to 
the self-sufficing household. The extent of the market 
being so limited, the principle of division of labour could 
not be carried far. Methods of exchange were rudimentary 
and competition jvas not acute. , 

Such advantages as inhered in the old order were, how- Growth of 
ever, purchased at a price. The standard of comfort 
relatively to that of our own day was very low, and the tion. 
aggregate production of wealth waSfVery small. ^ In 1760 
the total exports of this country amounted to 14 J millions, 
or 398. per head of the population; the imports aggre- 
gated about half that amount, £7,290,000, or 218. per 
head of the population. In 1913 our imports totalled 
£768,000,000 and our exports (including re-exported com- 
modities) £634,000,000, of which £525,000,000 represented 
the produce of the United Kingdom. So late as 1800 
the total income of the country was estimatell only at 
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£200,000,000, or about £20 per head of ihe 
tion; by 1913 it had risen, on the lowest estimate, to 
£2,000,000,000, or about £45 per head of the population. 
The most generally accepted estimate to-day (1922) is about 
£3,900,000,000, but is reckoned, of course, in a highly in- 
flated currency. 

The above figures may suffice to give some faint idea 
of the stupendous increase in the productive capacity and 
the resulting wealth of Great Britain. That increase was 
achieved by an economic revolution the main features of 
which have ng^w been, to a considerable extent, reproduced 
in most of the progressive countries of the world. In view 
of this revolution, in view of this enormous increase in the 
aggregate production of wealth, it muy seem paradoxical 
that the problem of distribution, so far from being solved, 
should actually have been accentuated. Yet the fact 
remains, and its many implications will demand full con- 
'Slcla’'.otion in later chapters of this book. Confronted by 
this problem— by the problems of wages, interest, and 
profits; confronted by the phenomenop of great wealth 
cheek by jowl with much poverty; confronted by the 
problem of unemployment, recurrent at intervals on a great 
scale, fluctuating, on a smaller scale, according to the 
seasons or the caprices of fashion; confronted by the 
spectacle of huge cities, built without plan, their teeming 
populations crowded into mean streets, worse still into con- 
gested alleys and foetid courts, while the populations of 
the village and the country-side are dwindling decade after 
decade ; confronted by all these things, what wonder that 
men look^back with rpgret to the relative stability of social 
and economic conditions in the pre-industrial era: to 
a population small and spare, and not wholly dependent 
on wages; not wealthy according to modern standards, 
but less near than many are now to the margin of sub- 
sistence, and above all not subject to recurrent crises, 
except at intervals of centuries? Yet the regret is as 
vain as it is natural, for the governing fact of the contrast 
is to be fbund in popplatioh. A self-contained and self- 
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tfliffidiig Britain might feed with reasonable regularity and 
dothe in homely garb its five, seven, or even fourteen 
millions ; it could never have clothed and fed forty millions. 
Two-thirds of the people to-day live on imported commodi- 
ties secured to them by exports ; the vast volume of foreign 
trade is dependent on the maintenance and continuous 
development of an industrial order which has many ugly 
features, but which, by means of a mechanism marvellously 
intricate, and, though apt occasionally to get out of gear, 
wonderfully regular in its working, does provide day-to- 
(Jay necessaries for the mass of the population, for a large 
proportion of it reasonable comfort, and, for not a few, 
luxuries of which no one would have dreamt a shoiii 
century ago. 



CHAPTER VI 


CapiUl. 


CAPITAL 

BANKING AND CREDIT 

‘ Lay not up for yourselves treasures upon earth. . . . For where 
your treasure is^there will your heart be also.’—iSif. MatiJ^yi. 19, 2h 

‘ The man who directs his life primarily to laying up treasures on 
earth sins both against himself and against his neighbour.* — Arch- 
hithop^H Report. 

‘ Capital is the factor that makes for propress. ... It has greatly 
developed the wealth of communities and their opportunities of using 
that wealth for (mcouraging cultured human life ; but at every stage 
of material progress there has been social hardship.’ — Dr. W. CUN- 
NINOHAH, TV Progress of Capitalism in England, 

"'■vij^ustry is limited by capital.’--J. S. Mill (in 18iB). 

* Capital, in its capacity of raw material or instruments, is nothing 
but inert mattej;, and of itself absolutely barren. ... It does not 
necessarily follow, however, that the portion ap]>rojiriated by capital 
in the form of income is a spoliation of the workers. — Gide. 

* Though the rich have grown richer and more numerous with the 
aid of capital, the poor have grown richer too. Even the least skilled 
manual labourer obtains an appreciable share of the extra wealth 
created by capitaliBm/--HAEOLD Cox. 

T he primary a^auits in production are, as we have 
seen, nature and man, land and labour. There is, 
however, a third instrument, wdthout which industry 
cannot emerge from its primitive stage, if indeed it can 
exist at all. To this tliird instrument Economists give the 
name Coital, meaning thereby accumulated wealth or 
stock. There is no difliculty in apprehending the part 
played by nature in the production of wealth, nor that of 
man when he i.s engaged in manual labour. It is far other- 
wise with regard to the function of stock or capitaf. Nor 
is there unanimity as to the degree of merit, if any, attach- 
ing to the person who provides an instrument, admitted by 
every Economist to be indispensable to the production of 
wealth. * 



CAPITAL 


81 


The mere mention of * capital * is indeed provocative of 
embittered controversy. While all the world applauds the 
energetic application of labour to raw materials : while only 
the curmudgeon would withhold the appropriate reward of 
him who toils and spins, it demands some measure of 
imaginatioB, or at least of initiation into Economic mysteries 
to apprehend the part played by capital, and to concede 
either credit or remuneration to the capitalist. Even so 
eminent an Economist as Mr, Charles Gide is somewhat 
grudging in his appreciation of the importance of capital. 

^He cannot but emphasize its indispensability : ‘The fact 
that no wealth can be produced without the aid of some 
other pre-existing wealth is an Economic law the impor- 
tance of which cannot certainly bo exaggerated. Just as 
fire under ordinary conditions cannot be lighted without 
some bit of igniting matter (a match, an ember, a steel) ; 
just as an explosive mixture cannot go off without the help 
of a small piece of explosive matter called a fuspy- *. . So 
no wealth can be produced, under normal ycohomic con- 
ditions, without . be presence of a certain amount of pre- 
existing wealth.' ^ Nevertheless he deems it necessary to 
* get rid of all this phantasmagoria which arouses, not with- 
out reason, the Socialist ire He is at one with Aristotle 
in insisting that money does not beget money : ‘ This 
mysterious productive power attributed to capit*il, this 
generative force that is considered part. of its nature is 
a pure chimaera . . . Capital, in its capacity of raw material 
or instruments, is nothing but inert matter, and of itself 
absolutely ban’cn Mr. Gide, as we shall see later, is less 
indifferent to the value of capital ♦than the wprds here 
quoted would seem to suggest. 

If teachers of Economics utter an uncertain souiyi in Theethioc 
regard^to Capital, or at least to those who provide it, can 
we wonder if teachers of Christian Ethias should In; lacking 
in appreciation of the function of accumulated wejilth. 

They naturally appeal to the injunction of Christ himself : 

* Op. cit., p, 116, • 

* Ibid., p, 420, but Bee alio c. ix. infra. 
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‘Lay not up for yourselves treasures upon earth'* And 
they improve upon it*. ‘The man who directs his life 
primarily to laying up treasures on earth sins both against 
himself and against his neighbour 
miser. The authors of this dictum may ride off on the word 
'primarily but oven so, is the statement tnyj? Let us 
take the case least favourable to the argument which it is 
proposed to submit— that of the miser. The miser is an 
object of universal contempt, or more properly perhaps of 
pity ; undeniably he is his own worst enemy, and the absorp- 
tion of mind *vhich leads to concentration on a single^ 
unlovely object may be described, in theologicarianguage, 
as a ‘ sin On the Ethical aspect of the matter I do not 
comment. But is the miser an enemy of Society? Does 
he necessarily sin against his neighbour? The modem 
miser docs not hoard gold in an old stocking; he is not 
likely to hoard bank notes or Treasury notes, but were he 
silly-t^::fujgli to do so ho would not thereby sin against his 
neighbour Y 'm the contrary his folly would tend to contract 
the currency and thus he would help, to reduce prices. 
Most probably he will invest his savings in good securities 
and reinvest the interest he derives therefrom ; at the worst 
he will ‘ keep ’ his ‘ money ’ in a bank, but though he may 
‘ keep ’ it there, the bank will not. The bank will certainly 
convert the miser’s ‘money’ into industrial capital, thus 
oiling the wheels of trade, providing employment, and con- 
ferring a sul)stantial benefit upon the whole community. 

The miser gets no credit for his abstinence ; perhaps he 
deserves none, since his motive is purely self-regarding. 
But contij^ast the sociiv^ effect of his policy with that of the 
spendthrift, or wen of the ‘cheerful giver’. No one is 
morf popular than the man who ‘ spends his money freely *. 
He is universally acclaimed as a* good fellow Not even 
the theologian can reproach him with directing his life 
primarily to the laying up of treasure on earth. His 
function is to dissipate it, and in the process he is certain 
to cam tjie applause of men. 

Archinshop^s Hepo^i, p.,12. 
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Does he deserve it? Before answering the question it is Theapena* 
important to observe that the spendthrift does not 'spend* 
any more than does the miser who banks or invests his 
savings. Both spend, but in different ways; and the 
‘spending’ of the miser is almost certain to be more 
advantageous to society than that of the spendthrift. Some- 
thing, of course, depends on the manner in which the latter 
spends. If he simply hands £5 notes to his neighl)ours, 
the result of his spending is economically negligible. It 
merely means that the recipient will he better off, and 
^iety no worse off. If on the other hand Jiis generosity 
takes the torrn of a series of extravagant banquets, society 
is the poorer by reason of the diversion of capital and 
labour into non-productive channels. Much wealth has 
been actually consumed, and, after its consumption there 
is, in colloquial phrase, ‘ nothing to show for it The miser 
‘ spends ’ as much or more than the spendthrift, but it is 
spent not on immediate consumption, but on the p|;j)idsion 
of capital, which in time can perform its funcyjni only by 
being consumed. , The point is well put 1)y a modern 
economist who has no special tenderness towards capital or 
capitalists : ‘ To the ordinary business man saving, at first 
sight, seems a merely negative industrial act, i. e. not 
spending, and putting the non-spent money in a bank. 

But actually it is as positively an industrial act as spending, 

Indeed ... it is spent, but in paying people to make more 
capital goods instead of paying them to make more con- 
sumers’ goods. . , . The usual result of saving is to increase 
the quantity or improve the productive quality of the 
industrial system.’ ^ 

It is with the improvement of the productive quality of Capital 
the industrial system that we are for the moment exclusively 
concerned. Of the many problems which lie on the lx)rder- 
land between Ethics and Economics, which cannot indeed 
be solved in practice without regard to the laws of both, 
there are few more baffling than the legitimate limits of 
‘spending’ or ‘saving’. But that question may be more 
* J. A. Hobson, The Scimee of V'talih, pd. 60. 61. 
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appropriately oonadered in a later section of this bodk. 
Here we are concerned solely with the relation of savings 
to production, and on that point the economist must needs 
declare himself with emphasis. * Capital * as Dr. Cunning- 
ham has said 'is the factor which makes for progress'. 
Nothing is more important alike to the development of 
industry and to well-being of all classes in the community,— 
most of all to the class which depends for subsistence upon 
manual labour, than cheap capital. Capital, however, can 
never be cheap, in a community which enjoys normal 
economic heakh, unless there is a plentiful supply of itw 
There cannot be a plentiful supply unless (i) the rate of 
production is high, and (ii) people can be induced, from one 
motive or another, to postpone the consumption of some 
portion of the wealth which has accrued from production 
and to convert it into ‘ stock * for the purpose of assisting 
future production. 

Housing. ThoMi^ronger the inducement held out to the thrifty to 
postpone 'h^ij^umption the greater the advantages obtained 
by society at large. Take, for purposes of illustration, two 
of the most insistent problems of to-day (1922): that of 
unemployment and that of housing. Neither can be solved 
without an abundance of capital. Housing Schemes are 
held up, mainly by reason of the high cost of production : 
the impossibility of building houses which can be remuner- 
atively let at rents which prospective tenants can afford to 
pay. Under reconstruction schemes municipalities were 
encouraged to build houses and to provide the capital for 
building them by the issue of bonds bearing interest at 
6 per cent. The average cost of houses so built was £800 
or £900. That meant a capital charge to the municipality 
of £48 to £54 per annum, or a rent of at least £1 a week 
to the tenant. Even assuming (what is far from ^ing the 
case) that building charges were as high twenty years ago 
as they are to-day, the same houses could have been let at 
half the rent, for the money could then have been borrowed 
by the ^^ocal Authorities not at 6 per cent but at 8 per 
cent. The dearness o£ capital is, therefore, responsible not 
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hm t^ian the high cost of labour^ in the erne case for the 
high rente which individual tenants will have to pay if the 
houses are let at economic rents, or, in the alternative, for 
the high rates which the whole community will have to 
bear if they are let at anything less than an economic 
rent. • 

A further point deserves, in this connexion, a passing 
reference. It is frequently assumed that under the re- 
organized industrial system pictured and demanded by 
socialists such difficulties as those which recent experience 
Jias encountered in the housing problem would disappear. 
Is the assumption well-founded ? The housing policy adopted 
by the State in 1919-1921 was carried out by a minister 
with strong socialistic sympathies, and was, in the main, 
conceived on collectivist principles. The scheme was 
initiated by the State and was to be executed, for the most 
part, by Local Authorities : the financial responsibility was 
imposed upon the tax -payer and the rate-p£ yer. ^ave for 
the measure of encouragement offere<l to , speculative 
builder-— a small concession to individualistic prejudices— 
wherein would the scheme have differed, cither in con- 
ception or in execution, had the regime been frankly 
collectivist? The site-value of the land — in any case a 
relatively insignificant item— might have been eliminated 
from the aggregate cost of production — in cash ; but if the 
Socialist State kept its public accounts properly it would 
have to be reckoned in ; the cost of laying out the sites 
would not have been lessened ; nor the cost of the building ; 
materials, concrete, bricks, timber, slates, &c., would have 
had to be obtained and the labourefs would eai ' lly have 
had to be maintained — either by the paymont of wages or 
out of previously accumulated stocks — during the process of 
construHion. The real coSt of production, whether reckoned 
in money and paid for in cash or not, would presumably 
not have been less, and might well have been greater. 

Assume the same quantity of houses to have been built. 
Assume the same demand for them. To whom are they to 
be assigned? Even, with tljp differentiating element of 
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relatively high rents, the selection of tenants has, in many 
cases given rise to heartburning. How much greater ihe 
difficulty if the factor of rent had been eliminated, and the 
new built houses had been open, on equal terms, to all 
citizens, without consideration of means. The task of 
selecting applicants would then have called for Aperhuman 
qualities of patience and impartiality. But this is a minor 
detail. The essential point is that not one of the difficulties 
iictualJy encountered between 1919 and 1921 would have 
been avoided or even mitigated had the governing prin- 
ciple of the ifldustrial order been collectivist, instead of* 
individualist. 

From the problem of housing we turn to that of unemploy- 
ment. For unemployment or under-employment all econo- 
mists are agreed that the only radical remedy is an 
expansion of trade. The symptoms may be alleviated 
by schemes of relief, of Government employment and the 
like, bui^uch schemes must be financed out of the pockets 
of the tax-jf%Lor ; in other words by a further charge upon 
industry ; and though expediency (in the highest sense) 
may compel the application of such remedies, they are only 
too apt to accentuate the root causes of the disease whose 
symptoms they are designed to relieve. A genuine demand 
for labour, emanating from industry, can alone provide a per- 
manent remedy for unemployment. There may indeed be 
a demand for coiflmodities of various kind& but the demand 
can be met only if there is a sufficiency of capital to set labour 
on the tasks appropriate to the supply of those commodities. 

That is the real meanings of Mills cryptic and much 
criticized^aphorism tlRit ‘ a demand for commodities is not 
a demand for labour The aphorism is indeed half paradox 
and half truism. Mills proposition amounts to this : the 
man who w^alks into a furniture-dhaler’s shop and purchases 
six chairs is merely ' demanding commodities and is not 
‘employing’ labour; whereas the man who buys wood, 
leather, and nails and employs a carpenter to make the 
chairs fox him is actually enlarging the area of employment. 
Thus stated the proposition sqems paradoxical. Its validity 
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would seem really to depend upon the precise nature of the 
ta^nsaction. If the purchaser pays over the counter for 
the goods he buys, he immediately replaces the capital 
of the dealer, and enables him to order fresh stock and so 
to employ labour. If, in short, the transaction is a ready 
money on#it matters little to the labour market whether 
the would-be purchaser demands commodities or demands 
labour. If on the other hand the transaction is for credit, 
the purchaser instead of providing capital himself is simply 
borrowing tlie dealer’s capital and is conferring no benefit 
•upon the labour market. 

The aphorism Inis perhaps received more attention from 
Economic critics than it intrinsically deserved, and Mill 
undoubtedly <larkencd counsels by an infelicitous selection 
of illustrations. Yet the discussion has a real bearing 
upon the nature and functions of capital, and for that 
reason it has seemed well to refer to it 

Industrial progress, then, does essentially depend upon 
the ratio between the demand for commod''ies and the 
demand for lal>air ; but it depends not less, as will bo 
seen later, upon the nature of the commodities demanded 
by prospective consumers. Expenditure may be either 
‘productive’, i.e. upon ‘consumable goods which by their 
consumption promote economic eflicicncy or ‘ unpro- 
ductive’, i.e. upon consumable commodities which arc, in 
the economic sense, merely wasteful. Eor the moment, 
however, we are concerned not with the consumption of 
wealth but with the agents or instruments which contribute 
to its production. Among these an indispensable factor is 
Capital. CapiUil as we have see#, can be areumulated 
only in proportion as the production of commodities 
exceeds the immediate demands of the consuinert^ and 
in pn^oortion as the would-be consumers are able and 
willing to postpone the satisbiction to be derived from im- 
mediate consumption. Conseciuently, whatever the validity 
of the warnings uttered by the moralist as to the spiritual 
dangers attendant on the accumulation of capital, the 
Economist must iv^eds applaud the man who lays up 
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treasure, and acclaim him, whatever his motive, as a 
benefactor to society. 

This being so, Capital, its nature and its functions, 
naturally occupies a conspicuous place in the 
works on Economic Theory. We may take as typical in 
this respect the treatises of Adam Smith, of Jehn Stuart 
Mill, of F. A. Walker, perhaps the most representative 
of recent American economists, and of Charles Gide, a 
representative Frenchman. 

The Wealth of Nations was published in 1776, and was 
written, thereipre, on the eve of those momentous changes * 
which revolutionized industry and transformed the face of 
England. This fact renders it the more remarkable that 
by the intuitive force of genius Adam Smith should have 
penetrated to the heart of the mystery of capital, should 
have analysed its nature and explained its functions with 
a fullness and a precision which even the keenest business 
men among his countrymen to day— say Lord Weir or 
Lord Inchcaj^ would find it difficult to emulate. Starting 
from his basic principle of the division ot labour he shows 
that the accumulation of stock must in the nature of things 
be an indispensable preliminary of such division and the 
process of differentiation must be in ‘ proportion only as stock 
is previously more and more accumulated ’. Mill has been 
sliarply criticized for insisting that ‘ industry is limited by 
capital’; yet, prpperly understood, the proposition is a 
truism, and a truism which Adam Smith "had anticipated. 
‘The quantity of industry’, wrote the latter, ‘not only 
increases in every country with the increase of the stock 
which einj^oys it, but ^ consequence of that increase, the 
same quantity of industry produces a much greater quantity 
of goods’.' 

Adam Smith’s analysis of the nature and functions of 
capital has now become the commonplace of Economic 
Theory and need not therefore detain us at length. The 
general stock of any community naturally divides itself, 
he points out, into throe portions, each of which has a 
' Bk II, In\rod. 
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dbti&et funetion or office. The first is that portion which 
is reserved for immediate consumption and of which the 
characteristic is that it affords no revenue or profit This 
portion cannot therefore be described as capital, though it 
is described by Adam Smith as * stock'. It consists, for 
example, of'private dwelling houses, household furniture, 
clothes, an<iwariou8 kinds of consumable stores. The second 
portion is the fixed capital ; of which the characteristic is 
that ‘ it affords a revenue or profit without circulating or 
changing masters ’, and it consists of buildings, machinery, 
plant, peruianent improvements of land, and ^Jso (as Adam 
Smith adds) of the acquired abilities and dexterities of the 
inhabitants in so far as these produce a revenue to the 
possessors. The third portion i.s the circulating capital of 
which the characteristic is that it affords a revenue only 
by circulating or changing nnisters, and is mainly made up 
of the provisions, materials, and finished work of all kinds 
that are in the hands of their respective dealers, and of the 
money by means of which these things are circulated and 
distributed to the ultimate consumers. 

Of circulating capital money constitutes an important Banking, 
portion. That Adam Smith should have perceived this is 
not remarkable, but it is remarkable that, writing when 
he did, he should have been at pains to cmpliasize the 
important part played by banking institutions in the 
development (jf trade. This precocioua perception he 
doubtless owed, as ne owed much else, to the fact that 
he was a Scotchman. ' I have heard it asserted he writes, 

‘ that the trade of the city of Glasgow doubled in about 
fifteen years after the first erectiorn of the bar^is there, 
and that the trade of Scotland has more than quadrupled 
since the first erection of the two public banks of Edinburgh’ 

(1695 ai^d^ 1727). Adam Smith is too cautious to ascribe 
the increase of trade in Scotland wholly to the provision of 
banking facilities, but ‘that the banks have contributed 
a good deal to this increase cannot’, he truly says, ‘be 
doubted *. 

Perhaps the only point in whichi Adam Smith betrays 
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the influence of contemporary opinion is the spedal 
importance which he attaches to capital employed m 
a^m’culture. His sojourn in France had brought him in 
contact witli the French Physiocrats, and the influence of 
Quesnay and other leading economists of that school is 
apparent in much of the argument of the Wealth ofNatiorie* 
Not least in the present connexion. ‘No equal capital', 
he writes, ‘puts into motion a greater quantity of pro- 
ductive labour than that of the farmer. ... In agriculture 
Nature labours along with man.' Perhaps his relative 
indifference t<^ foreign trade as compared with home trad%- 
may also to some extent be attributed to contemporary 
conditions. In the main, however, Adam Smith's whole 
treatment of the problem of capital is remarkable for its 
modernity of tone, and for its intelligent anticipation of 
the part which capital must play in a regime which only 
became strictly capitalistic long after Adam Smith’s 
day. 

J. s. Mill. Mill’s Principles of Political Economy was published in 
1848, a date which may be conveniently taken to indicate 
the close of that revolutionary period, the opening of which 
roughly coincided with the publication of Adam Smith’s 
iVealih of Kaiioiis, Mill, therefore, was in a position to 
survey the industrial field from an entirely new standpoint. 
Yet as a fact Mill adds little to the understanding of the 
nature and function of capital derived^roni Adam Smith. 
His fuiulamontal ])ropositions regarding capital arc, as wo 
have already seen, truistic, wdiere they are not paradoxical. 
Firstly : ‘ industry is limited by Capital ’ — a proposition on 
which h(? insists mainly’ in order to refute the idea that a 
government can directly create industry^ Secondly, ‘ Capital 
is the result of saving.' Thirdly, that in order to reproduce 
itself ‘ Capital must be consumed*’ ; and, finally, ‘ a de- 
mand for commodities is not demand for labour ’. These 
propositions have already been the subject of critical 
comment and w’c may therefore pass on to observe that 
notwithstanding the fact that Mill’s economic theory was 
constructed in full view of t^e practioal experience of the 
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industrial revolution, he is in some respects more remote 
from modem thought than Adam Smith himself. Nor is 
the reason far to seek. Mill wrote in a period of rapid 
economic transition. The great mechanical inventions had 
indeed revolutionized the arts of production, and were 
beginning Jo revolutionize the means of transport. But 
the results of the revolution were as yet almost entirely 
confined to Great Britain ; the world at large had not yet 
passed into the gi'ipof the new industrialiHin, nor had either 
commerce or finance become in the modern sense inter- 
national. .It is these things which have so vastly enlarged 
the power and function of capittil. Moreover, Mill wrote 
nearly ton years before the passing of the Limited Liability 
Act, which has done more than any single piece of legis- 
lation to difierentiate the function of the mere capibilist 
from that of the entrepreneur or director of industry. This, 
however, is a matter which will receive further attention 
when we pass from the problem of production to that of 
distribution. 

With the worK of Walker and Gidc we pass into an Walker 
atmosphere wholly modem, and there is, therefore, nothing 
remarkable in the fact that they shouhl l>e at pains to 
discriminate between the function of capital and that of 
direction, or should emphasize the importance of banking 
and credit. In dealing with capital, Gide draws a character- 
istic distinction ])etwoen what he describes as ‘ productive 
capital on the one hand, and ‘ lucrative ’ or ' rentable ’ 
capital on the other. But, since ho very properly insists 
that the essence of capital is to produce a revenue, the dis- 
tinction would seem to be cconomicaHy, though n' t perliaps 
socially, superfluous. If capital produces a i;eveuue, it must 
be in the broader sense productive ; if it does not, ait is 
difficult ^to understand Ifow it can be described either as 
* lucrative ’ or indeed as capital. The truth is that Gide, as 
is natural to a Frenchman, is much more impressed than an 


Englishman would be by the amount of capital in the hands 


of mere rentiers 
to the small inv 


ad still more by the inclination . common 
itcK* in Frapee, to confide his savings to 
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the Government rather than to embark them in indnsfcrU 
enterprises. The interest on Government loans may indeed 
be described as lucrative rather than productive. It pro- 
duces a revenue to the investor without, as a rule, adding 
to tlie wealth of the community. It represents to the 
rentier a return on capital: but on capital 'fi^hich in a 
national balance sheet must be entered not as an asset but 
a debit. 

Banking Both Gide and Walker, and in this they are merely 
pro- (typical of other economists of the modem school, lay great 

auction. J ^ ^ i -1 j I A 

stress upon tlic place of banking as a contnbutoi^r elemenW 
in production. A bank may indeed be described without 
exaggeration as the nerve centre of the modem industrial 
system. By its operations mere wealth is transmuted into 
industrial capital. Into the bank there flow innumerable 
rivulets of wealth ; and from it there issues a broad stream 
of capital which irrigates the vast field of industry. On 
the one hand it receives the deposits of its customers ; on the 
other hand, in a variety of forms, but chiefly by means of 
short loans, it affords temporary accommodation to those 
of its clients who are engaged in industry and commerce. 
Some idea of the part which banking operations play in 
the industrial and commercial life of this country may be 
conveyed by recent statistics. The total amount of busi- 
ness done by the London banks is indicated by the returns 
of the clearing-heuse. These amounted in 1921 to no less 
a sum than £31,550,530,000. The country clearing-house 
returns amounted in the same year to £2,975,566,000. 
Manchester alone had local clearances amounting to 
£730,937(000, and Liverpool to £439,829,000. The total 
, of ‘ paid-out capital and reserve ’ in the banks of the United 
Kingdom amounted in 1920 to £181,731,000, showing an 
increase of over £50,000,000 as compared with J^OO, and 
this, despite the fact that the number of banks had de- 
creased, in the same period (owing of course mainly to 
amalgamations), from 111 to 48. The notes in circulation in- 
creased ip the same period from £45,623,000 to £187,106,000. 
The deposit and carreut accounts amounted to no less (in 
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vl90O) than £2,739|155,000, while the ' bills discounted and 
advances ' reached the total of £1,684,716,000. 

It is not s^gested that the operations represented by 
these figures relate exclusively to industry or even to com- 
merce. The totals are swollen by the financing of Stock 
Exchange &nd other transactions which, though ancillary 
to the conduct of modem trade and industry are not, in the 
strict sense, productive. The figures are here quoted merely 
as aflfording some rough indication of the immense and 
increasing part which banks play, in this country, in the 
development of industry and commerce. , 

Might they not legitimately play an even larger part ? 
There are critics who answer this question with an emphatic 
aflfirmative ; who maintain that English banking methods 
are hopelessly ‘conservative’; that (lerman hanks have 
afibrded facilities to German traders denied to their English 
competitors, and, in particular, that the policy of amalgama- 
tion and the consequent extinction of the private banks, 
locally directed by local proprietors, has tended to divert 
capital from indi s^ry to finance. That there may be some 
force in the latter contention it would be premature to 
deny. The rapid extension of the policy of amalgamation 
is so recent that it is not yet possible to pronounce with 
any positiveness upon its permanent effects upon trade. 
Moreover, it is true that German banks stand in a very 
different relation to Gennan traders fi^m that which 
English bankers, fl^hful to a long and conservative tra- 
dition, have thought it prudent to occupy. German banks 
are, in effect, sleeping partners in the concerns which they 
finance, sharing their responsibilities in a way rnd to an 
extent which no English banker of repute would sanction. 
But these are questions which would carry us too far Jinto 
a detailed criticism of banking policy. It is sufficient for 
our immediate purpose to point to the part which under 
the modem industrial system banks play in the work of 
production. 

Natural resources harnessed to the service q^ man ; 
abundant and highly skilled Iftbour^ abundant, though not 
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over-abundant, capital, employed with a due admixture of 
prudence and courage ; the whole system supervised and 
directed by men of high intellect, vast ex^.rience, and a 
spirit at once conservative and adventurous ; these are the 
factors which contribute to an aggregate of wealth-pro- 
duction hitherto undreamed of in the history df mankind. 
Yet despite all this elaborate apparatus, despite an organiza- 
tion at once minute and wide-reaching, despite tabulated 
results which impress and indeed stagger the imagination 
even of trained statisticians and scientific observers, despite 
tlie fact that, warehouses are filled to overflowing with^ 
the products of workshop and factory, that wharves are 
encumbered with commodities brought from and destined 
to every country in the world, there are millions of men, 
women, and children who even in normal times have never 
h(icn much above the level of subsistence, while, in abnormal 
days like our own, there are millions who, unassisted by 
public or private charity, would fall below it. Carlyle, in 
Chartist times, was baffled by this paradox : * England is 
full of wealth, of multifarious produce, supply for human 
wants in every kind ; yet England is dying of inanition. . . . 
In the midst of plethoric plenty the people perish.’ The 
riddle of the sphinx is still unanswered: the failure to 
answer it still gives vital interest to the problem of 
distribution. 




BOOK ni. THE PROBLEM OF DISTRIBUTION 
CHAPTER VII 

NATURE AND ORIGIN OF THE PROBLEM 

‘ Friend, I do thep no wron^?. . . . Take that thine is and go thy 
way : I will give unto this last even as unto thee.’—.^f. Mattheir, xx. 

n 14. 

* Christian opinion ought to condemn the Ixdief that economic con- 
ditions are to he left to the action of material causes and mechanical 
laws .* — Report of Lambeth Conjet’ence, 1897. 

‘To whatever lower griefs the lower classes labour under, this 
bitterest and sorest grief now superadds itself: the unendurable con- 
viction that they are unfairly dealt with, that their lot in this worhl 
is not founded on right. . . . Our gmnd question as to the condition 
of these working men would be: is it just Thomas Carlyle, 

Essay on Chartism (181J9). 

‘The wealth of the country, how(*ver divided, was insufficient before 
the war for a general 'ngh standard ; there is nothing as yet to show 
that it will be great. » in the future.’ PROFKSSoit A. L. BuWley 
(1919), 

‘ If we reflect that what is wrong with our economic life is less the 
unfair distribution of the product (for even if the whole product wont 
to the employed their remuneration would not be greatly increased), 
and more the inadequate volume and the um-atisfactory organization 
of our production, we shall realize that our essential material ne(‘d is 
an increase in the energy ind the volume of production.’— Principal 
Ernest Barker (1923). 

T hus far, attention has been concentrated upon the The pro- 
problem of production. Inovitubly so, since that ,n™ribi- 
problem is primary and fundamental. One of tlie 
most eminent of contemporary .statfsticians has locently 
: ‘There is a great risk of disappomtment ann failure 
if there is an attempt to ^rraap the fruits of pro^n-ess beltiro 
the tree tl^at mi^rht produce them has h.;en cultivated.’ ‘ 
Professor Bowley’s warning is not uncalled for. Ever 
since the industrial revolution the gaze of social reformers 
has been hxed upon tlic problem of distribution. Industrial 

* Divimn o/^the Ptvduci of Industry, p. 97. 
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unrest has its deepest root in the widely prev^ent hfM 
that the present distribution of the product of industry k 
not in accord with justice. * Why should the few have so 
much, and the many so little 1’ The qtfestion is asked 
with an insistence which, paradoxically it would seem, 
increases as the material condition of the maflual workers 
improves. I'hat poverty still presses hard on considerable 
classes is unfortunately true ; but it is not among these 
classes, but among the relatively well-to-do, that complaints 
are loudest and most bitter. 

Nor is the discontent among the latter wholly ^ntaneous;^ 
it is deliberately fomented, in some cases from xhe highest 
motives; in others from motives which to most people 
seem base and mischievous. There are those who honestly 
believe that discontent is ‘ Divine and that it is morally 
wrong to permit people "to acquiesce in a condition of 
things w'hich seems to them to be the negation of justice 
and right. There are those, on the other hand, who, 
inspired merely by ‘envy, hatred, and malice’, seek to 
overturn the existing order of society; careless as to what 
may take its place. Divergent as are motives, the result 
is convergent : a ground-swell of discontent among the 
wage-eaniors of this country, rising at times into a violent 
storm. The discontent is naturally reflected in economic 
literature, witli the result that economists have largely 
concentratt‘d attention upon the problem of distribution. 
To a (liscuasion of that problem, thepefore, we now turn. 

The diTi- The aggregate product of industry is distributed, imder 
the economic conditions of to-day, among four classes: 
one portion goes to ^he owner of the land in the form of 
rent; a second tvs interest to the persons who supply 
capital ; a third as wages to those who supply labour ; 
and a fourth, in the form of profits, to those who provide 
the directing skill and take the risks of coifimercial or 
industrial enterprise. This basis of division is not entirely 
logical, still less arc the several classes wholly distinct or 
self-contained ; but for the moment the traditional formulae 
may be accepted. 
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Tlie aggregate of the incomes of all the residents in the Aiudysitof 
United Kingdom for the year 1911 (the last pre-war 
census year) computed at £2,090,000,000, of which 
£194,000,000 being derived from abroad may be left out 
of account. The home income was therefore £1 ,896,000,000. 

Of this, £1,046,000,000, or 55 per cent, was earned by 
persons whose annual income was less than £160. This sum 
included £782,000,000 received in wages and £264,000,000 
received by persona with salaries of less than £160, and 
independent workers, small employers, farmers, &c., whose 
«income waa similarly under the (then) limit ef income-tax 
exemption. Adding to this £50,000,000 of investment 
income, annuities, &c., received liy persons with less than 
£160; £12,000,000 paid in Old Age Pensions; about 
£20,000,000 paid to soldiers and sailors serving abroad; 
and £26,000,000 classified as ‘agricultural income not 
otherwise included’; wo get a total of £1,154,000,000 
going to the poorer classes, i.e. to persons with earnings 
or ‘means’ of less than £160 a year. Of the remaining 
£742,000,000, £3‘. : \000,000 repre.sents profits from pro- 
fessions and trades (Schedule D), and £130,000,000 salaries 
of persons with more than £160 ; £144,000,000 is d<irived 
from the ownership of buildings (including the land on 
which they stand) ; £34,(X)0,000 from land (including farm- 
houses and their sites) ; £15,000,0(X) from the occupation 
of lands; £12,0^X),0U0 from Government securities, while 
£17,000,0(X) is accouiited for as ‘evading tax or unre- 
mitted 

This aggregate income was shared among 45, 220, (XX) 
persons, of whom al)out one-third (15,650,000) were* wage- 
earners; alxjut 1,700,000 were persons in receipt of salaries 
under £160 per annum, and al^out 1,200,000 were small shop- 
keepers, dressmakers, &c., \^dio find their own customers. 

Turning to the other end of the economic scale we find 
1,150,000 persons liable to income-tax in 1911, a number 
which has now (1922) increased to about 2,500,000. The 
estimated number of persons chargeable to super- taxr i.e. 
with incomes over £54X)0, wasj in 1913-14, 13,580, while 
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in 1920-1 the number of persons chargeable, le^ m reoript 
of incomes of over £2,000 a year, was 72,807, A further 
indication of the relative paucity of the Well-to-do * is 
afforded by the fact that the number of pnvate dwelling, 
houses of an annual value over £150 in London or over 
£100 in the rest of Great Britain was, in 19l3->14, only 
75,000— a figure significantly congruous with that of super- 
tax payers.^ 

These figures should supply a wholesome corrective to 
a great deal of idle talk, careless writing, and malicious 
propaganda ;«they may also serve to shorten thp argumei^ 
of the present chapter. What are the broad conclusions 
which they appear to establish ? 

The first is that ‘the spendable wealth of the nation 
derived from home industry has been grossly exaggerated \ 
Dr. Bowley estimates that before the war the average net 
income of a family, derived from home industry, did not 
amount to more, for all classes, than £153, or £162 if income 
from abroad be included ; and that ‘ on the extremest reckon- 
ing ’ not more than £200,000,000 to £250,000,000 out of 
homo-produced income could have been spent by the rich 
or moderately well-off on anything of the nature of luxury. 
Supposing the whole of this sum to have been redistributed 
among the wage-earners it would not have much more than 
sufficed to bring the wages of adult men and women up to 
a minimum of 35a 3(/. weekly for a man and 20«. for a 
woman. This estimate, which, be‘'I£ noted, is based on 
pre-war figures, is in substantial agreement with the more 
recent calculations of another eminent statistician — Sir 
Josiah^tamp. Thetlatter, writing in 1921, estimated that 
if all income^ in excess of £250 a year were now pooled, the 
piocess, after making allowance for taxation and for the 
necessary upkeep of business capital — an allowance which 

' Almost all the above figures are taken from Professor A. L. 
Bowh'y’n invaluable essay, The Division of the Product of Industry 
(Clarendon Press, 1919), and are the result of minute and painstaking 
reseaK'h. The few additional ^gures 1 have obtained from strictly 
official Boutoes. 
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ipoqU equally have to be made if an individnalistie system 
were anperseded by collectivism — would result in an addi- 
tional 5«. a 'per family ^ for the first year, and about 

2a a week in subsequent years. And this is, presumably, 
on the supposition that the compulsory redistribution thus 
effected would not reduce the earning will or capacity of the 
commumty, but that the same energy and enterprise would 
be displayed by the captains of industry in order to provide 
an additional 2s. a week per family, as is now displayed 
under the powerful incentive of self-interest, and in the hope 
of securing, primarily for themselves or their families, an 
income in exceas of £250 a year, and, incidentally for the 
community, the advantage of cheaper commodities and an 
extended area of employment. 

The last point should Ikj emphasized. Heated discussions 1m one 
on the relative advantages of collectivism and individualism, 
even the more restrained and reasoned dis(|uisition8 on the 
problem of distribution, are apt to pixxieed on the assump- 
tion that a large ’ncome means a proportionate increase of 
self-indulgence, and that the laying up of riches is a benefit 
only to the nominal possessor. Thus a thoughtful essayist 
has recently written : ‘ When a man accumulates great wealth 
he does in fact appropriate to his own private use a dispropor- 
tionate share of the good things the earth provides,’^ 

A sentence more grotes(iuely untrue, or, let us say, more 
eloquent in suygeslw falsi, it would be difficult to compose. 

For this reason, but much more Injcause it re-echoes the 
thought at the back of the mind of many confused thinkers, 
it is worth while to examine it more closely. The sugges- 
tion that the ' earth provides ’ the godd things oL' ^iined by 
great wealth may be piussed over as merely rhetorical; 
though it belongs to a species of rhetoric which is intei/tied 
to and do.es evoke prejudice ; but the idea that the great 
wealth of one man necessarily involves the poverty of 
another, that one man’s ‘ possessions ’ mean another’s * depri- 
vations*, is simply a mischievous fallacy. If success in 

^ m Hutnatf Motives (varioui writers), Mac* 

7* 
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indostry were of the same nature as a suceessful gamUe m 
the turf the assumption would be true. One man’s gain is 
another man’s loss. But the same is not necessarily true 
even of successful speculation on the Stock Exchange. 
A subscribes for the ordinary shares of an industrial com- 
pany ; he sells them to B at a 50 per cent profit. They rise 
to 200 and B sells them at that price to G. Two men may 
have made a fortune out of them ; but who is the loser by 
the series of transactions ? G, the ultimate purchaser, may 
do even better out of them than Aor B\ but his gain is not 
their loss ; or fJ may lose, but his loss is not to the advantage* 
of A or B, 

If this be true of a Stock Exchange transaction, much 
more is it true of industrial enterprise. The commercial 
genius of, say, a Leverhulme or a Joicey, may have brought 
great wealth to them : has it beggared or has it enriched 
their neighbours ? Moreover, the proportion of their total 
wealth which they or any wealthy man can ‘ appropriate * 
in any strict sense to their ‘ own private use ’ is fractional. 
The use of language of this kind is as misleading as it 
is mischievous. To the ignorant, or even the unimaginative 
reader, it conjures up, and is intended to conjure up, 
the picture of Sir Gorgias Midas attended to the door by 
six flunkeys, selecting one of half a dozen motors awaiting 
his pleasure ; of liis lady covered with diamonds and cloaked 
in furs. Du Maurier’s society pictur 9 s doubtless corre- 
sponded to the realities of his day, as Those of his successors 
faithfully reflect a corner of post-war society with its vulgar 
and ostentatious profiteers. But although the Midasses and 
the profSieers are legfbimate targets for social satire, and 
although society would be well rid of them, yet, in an 
ecoftomic sense, they are either negligible or advantageous. 

Spending. The amount which Sir Gorgias can personally^eat, drink, 
smoke, or otherwise ‘ consume ’ is strictly limited ; as a rule, 
the successful men of business, like other successful men, 
live personal lives of great simplicity. In the aggregate the 
amount spent by the rich op * luxury * may aippear to the 
poor be large, and, whatever it be,dt is, of course, eoono- 



PBOBLEH OF DlBTBIBUnON 101 


inieally indefendble. It is, however, interesting and cnrioiis 
to observe that the ire of socialists is aronsed less by the 
extravagant expenditure of the rich than by their failure 
or inability to spend their vast incomes. Thus the late 
Dr. Scott Holland wrote : ‘ The owner does not claim what 
is his own for the sake of using it. [The careful reader 
will note the ambiguity of the word ‘ using by which is 
apparently meant in this connexion ‘ consuming ' in a per- 
sonal sense.] For indeed he owns far more than he can 
ever dream of using. The unhappy raulti-inillionairo can- 
Tiot consume, through his own efforts, more than £10,000 
a year, as one of them dolefully confessed.’^ Similarly, 
Bishop C. Gore : ‘ Property in some sense is necessary for 
personality. That is certainly true. us therefore be 
careful to guard against any invtision of the real liberty of 
persons, let us mainUin the right of property “ for use * 
The late Mr. Keir Hardic was, it would seem, in substantial 
agreement with these eminent <livines: ‘A person does not 
require to be a Socialist to understand that if a dispropor- 
tionate share of the wealth which is yearly produced by the 
industry of the nation is allowed to accumulate in the 
hands of families to an extent far beyond their capacity to 
sp€)\d trade must suffer to that extent.’ What precisely is 
the idea connoted by the words I have italicized ? (dearly 
they suggest that if some people have more than they can 
‘ use wealth is by some malignant and mysterious process 
withdrawn from circulation. If people accumulate wealth 
* beyond their capacity to spend ’ they must, we are to 
assume, put it away in an old stocking I But this is to do 
Mr. Hardie an injustice ; there is an liiternativo : lliey may 
put it out to ‘ usury ’. ‘ Trade he said, •* is dependent 
upon the circulation of commodities, and when large shms 
are yearly, extracted from*the national income and put out 
to usury either at home or abroad, just to that extent is 
the spending power of the people crippled.’ ^ 

* Property, Its Duties and Rights, by varioua authors (Macffillan, 

1913), p. 183. • 

* ibCi,, p. xviii. ^ A Labour Budget, p. H. 
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Mr. Keir Hardie, then, like Dr. Holland and Dr. Gore, 
has relatively little objection to a man having mon^ 
so long as he can ‘ spend * it or ‘ use ’ it ; but all concur in 
deprecating what the divines describe tts 'property for 
power what Mr. Hardie describes as putting out to usury. 
The economist, as will presently appear, regards the matter 
differently. To him it seems a matter of profound concern 
to the community, and in particular to the poor, that the 
‘ spending ’ or ‘ use * of wealth should be severely restricted ; 
that as large a proportion as possible of income should be 
saved or even' put out to usury ’ ; since they are aware thak • 
saving is only another form of spending, albeit a form of 
greater advantage to the community.^ 

The Meanwhile, it is not unimportant to observe that even in 

liviiiSg™ course of the process of ‘ accumulating great wealth 
for himself’ the millionaire has almost certainly not 
impoverished but enriched other people. This is not of 
course invariably the case. The speculator, the financier, 
the company promoter, docs frequently enrich himself at 
other people’s expense. This is morallj^ reprehensible and 
is unfortunate for the dupes ; but from the point of view 
of national prosperity it matters no more, if no less, than 
winnings and losses on the turf ; nationally regarded it is 
almost in the nature of a book-keeping transaction. The 
banker will credit account ‘ A ’ and clebit account * B ’ ; the 
nation is neither richer nor poorer. It nay indeed happen 
that the successful promoter will employ his ill-gotten gains 
more productively than his hundred dupes would have 
done ; on the other hand it may happen that the victims 
have withdrawn capitkl from a productive industry and that 
the ‘ promotei* ’ goes off with their savings to Monte Carlo. 

Speaking generally, however, the fortune of one means 
enhanced prosperity for many. This must inevitably be 
the case with the great captains of industry, by whose 
efforts wealth is transmuted into capital, a large pro- 
p?Hmn of which is ‘ fixed ’, and is represented by buildings, 
plant, machinery, &c. Capital, as Gide reminds us, is 
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biimi unless frnctified by labour. This means that few 
investments will, except in public loans or other * unpro- 
ductive * undertakings, produce dividends for the investor 
unless labour 83 employed and helps to provide them ; 
even the interest on public loans must indeed be drawn 
from taxes which must, in the long run, be paid out of the 
product of industry. 

To that product, as we have seen, four economic classes 
contribute. What proportion of the product goes, in the 
shape of rent to the landlord ; as interest to the capitalist ; 
as profit*^, to the employer ; as wages to^ tlie employ^ ? 

This is the problem of distribution — a problem which for 
the last hundred years has pre-eminently, if illogically, 
occupied the attention of economists and social reformers. 

Until the close of the eighteenth century this problem The 
had not become acute. A scanty population mainly engaged thl** 
in supplying by their own labour their own modest needs; problem, 
a wider dittusion of landowning; greater permanency of 
tenure; no sharp differentiation of economic functions; no 
clear-cut distincii 'ii between economic chisscs; relatively 
few people subsisting wholly upon weekly wages ; much of 
the land unenclosed ; no great industrial b)wns ; foreign 
trade still on a small scale ; few economic crises ; a certain 
amount of vagrancy but no serious problem of unemploy- 
ment — such had been the outstanding chanicteristics of 
the economic life of England for centuric^s prior to the 
industrial and agranan revolutions (1780-1830). To the 
phenomena of that period attention has already been 
drawn. We are here concerned only witli the eflect of 
these revolutions upon the economic problem distribu- 
tion. From the agrarian revolution the^e emerged the 
agricultural economy which has remained characteristic of 
England from that day fX) this : the large landowner ; the 
capitalist tenant-farmer ; the landless W7ige-paid lalxmror. 

The industrial revolution gave birth to an urbanized, 
industrialized, and commercialized community ; a land of 
big factories and warehouses, forges and collierie-f with 
a vast volume of foreign ftade. ^ Just as the distance — 
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social and economic— increased between landlord and tenant 
between farmer and labourer, so it increased between the 
mill-owner and his ‘ hands *, between the commercial mag- 
nate, his clerks and warehousemen ; in sjfort, between the 
capitalist and the wage-earner. 

Economic The widening social gulf intensified economic strife. 
ohADgw. That many of the new capitalists misused the power which 
the economic revolution had put into their hands cannot 
be denied. Labour— industrially unorganized and politically 
unrepresented — wa.s at the mercy of ‘ capital and ‘ capital * 
not infrequently .showed itself merciless. If the teeth o£ 
the children are set on edge to-day, it is only fair to 
remember that their fathers ate sour grapes. Even sourer 
were the grapes which the children themselves had to eat 
in the early days of the factory system. The sufferings of 
the children, worked under insanitary conditions and cruel 
discipline for twelve to fifteen hours a day, compelled the 
intervention of the State, and a long series of Factory 
Acts was the valuable result. The curtailment of hours 
for women and children automaticajly restricted the 
working hours of the men ; but wages still remained low, 
while many of the masters made big fortunes. 

PoUticul Meanwhile, great political changes were in progress, 
reform. Parliamentary Reform Act of 1832 bitterly dis- 

appointed the hopes of the working-men whose agitation 
had done much to secure its passing into law. The Act 
dethroned the territorialiat, but onfy put the hated 
capitalist in his place. The wage-earners came to their 
own in the Acts of 1867 and 1884, by which power was 
finally transferred from the middle classes to the manual 
workers. Political enfranchisement tended, however, rather 
to accentuate than to mitigate economic antagonism. The 
wage-earner, advanced to the dignity of citizenship, was 
less disposed than before to accept with contentment the 
share of the product of industry vouchsafed to him by the 
employer. 

Tra(je- "Tfi^over, the spread rf education rendered the artisan, 
aaionintt. jf discontented, nfore arti(pilate. If education 
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gm Mm powtx of expression, ihe legalixaUcm of trade 
niwms, by the Acts of 1871-6, gave him the right to 
organize. Under the law as it existed at the begizming 
of the nineteeUh century ‘any artisan who organized 
a strike or joined a Trade Union was a crimintd and liable 
on conviction to imprisonment; the strike was a crime, 
the Trade Union was an unlawful association A Royal 
Commission reported in 1824 strongly against the then 
existing Combination Laws as lx)th ineffective and mis- 
chievous, and by an Act of the same year they were 
i;epealed, both for men and for masters. The immediate 
consequences were so alarming that in 1825 the Legislature 
intervened and passed an Act by which the old law of 
conspiracy was reaffirmed but a limited right of com- 
bination was permitted. Trade unions thenceforward 
ceased to be necessarily criminal, though they remained 
non-lcgal associations. Consequently their funds, unpro- 
tected by the Friendly Societies Act of 1855, were at 
the mercy of any dishonest official. Nevertheless, trade 
unions multiplic i amazingly between 1825 and 1860. 
A series of outrages committed by the members of those 
associations in Manchester, Sheffield, and other towns, in 
1866, served to attract public attention to the new move- 
ment ; a Royal Commission was appointed to investigate 
the matter, and on its Report the legislation of 1871-5 
was largely based. The Acta of 1871 and 1875 not only 
‘ emancipated ’ trade unions, but by mitigating the severity 
of the law of conspiracy in their favour placed them in 
a legally privileged position. 

Politically the equal of his emplgyer, endowed# with at 
least a smattering of education, legally emancipated from 
the law of conspiracy, free to combine to effect* an 
improvement in the conditions of labour, the wage-earner 
would have been more or less than human if lie had not 
utilized the new weapons placed in his hands to obtain for 
himself the largest possible share of the joint product of 
industry. 

* Dicey, i'lw and I^blic Opinion, p. 98. 



108 ECONOMICS AND EmCS 

iMiaiM- Uaay otlie* tbiap have combined to juwonfaiff^ ^ 
problem of distribution and to stimulate the efforts of the 
wage-eamer to adjust the balance in his own favour. 
The decay of the country-side has brought all classes into 
the to^; a desire for privacy is regarded as a relic of 
Victorian prudery; every one seeks to be in the limelight : 
the development of society journalism ; the growth of the 
restaurant habit; the cultivation of the art of anwVl 
advertisement ; the increasing restlessness, which is partly 
the result and partly the cause of the rapid improvement 
in means ofc, locomotion and communication— all theqp 
thin^ have contributed to make the luxury of the 
rdatiyely few more ostentatious and therefore more 
offensive than it formerly was. The workman is impelled 
to ask whether the wealth thus ostentatiously displayed 
has teen rightfully earned by its possessors; whether the 
contribution which capital and brains make to the pro- 
duction of wealth is sufficient to justify the apparent 
disparity in its distribution. 

What answer, if any, has Econonjics to give to this 
question ? 



CHAPTER VIII 

RENT 

PUBLIC OR PRIVATE OWNERSHIP OF LAND 

‘ The profit of the earth is for aW—Ecrfea. v. 9. 

‘The equal right of all men to the use of land in os clear aa their 
equal right to breathe the air it is a right proclaim^.d by the fact of 
their eiistence.’— Henry George. 

‘ Man has the best of claims to the land ; that of having made it.* — 
Michelet. 

* If we once admit that rent can owe its origin to the expenditure 
of capital (on the improvement of the land] the sharp distinction 
between land given by Nature, and capital, the accumulated product 
of past labour, is hopelessly blurred.'— E. Cannan, Wealth, pp. 170-1. 

T he revenue derived from an industry or a farm may 
under certain conditions, ^^o.as wc have seen, wholly 
to one perso 1. In the case, for example, of a peasant 
proprietor cultivating liis farm, unassisted by hircil labour, 
no question of dividing this revenue can arise. But such 
conditions are, in modem societies, exceptional, and tlie 
product, or the profit derived from the sale of it, is generally 
distributed among four classes of persons ; the landlord, the 
capitalist, the employer, and the employe. 

It is with the shar^, obtained by tlio landlord — technically 
known as Renl — tliat wc are immediately concerned. Rent, 
according to the definition made classical by Ricardo, is 
‘that portion of the produce of tiie eArth paid to the 
landlord for the use of tlie original anci indestructible 
powers of the vsoil The amount of tliat share is deter- 
mined by the value of* the given portion of land, as 
compared with the value of the worst land under cultiva- 
tion for the supply of the same market at tlie same time. 
There will, it is assumed, always be some land, the produce 
of which will only just pay the expenses of cultivation,— 
including the profit wof tlie (Jrmer^ interest on capital, and 
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tbe wages of the labourers,— and the assumption is faroafijr 
correct. Such land is said to be on the * margin of cultiva- 
tion’ and yields no rent. The margin of cultivation is, 
however, not fixed but variable, and the dfegree of variation 
is determined by the market value of the product. 

Let it be assumed that the cost of cultivating an acre of 
wheat-land in England is £4, and that the current price of 
wheat is 5s. a bushel. Plainly it will just pay to cultivate 
land which will yield 16 bushels to the acre, and such land 
will be the ‘margin’; 14 bushel land must, unless the 
farmer is prepared for a loss, go out of cultivation; 16 
bushel land will on the contrary yield a rent of 2 bushels, 
or at the assumed price lOs. per acre. If the market price 
of wheat rises to lOs. a bushel it will obviously pay to 
bring into cultivation (assuming that expenses remain 
constant) land which will yield 8 bushels to the acre, while 
the rent of 18 bushel land will rise to 10 bushels or £5 an 
acre. If, on the other hand, the price of wheat falls to 
28. 6d. a bushel, 82 bushel land will become the margin of 
cultivation, and only exceptionally good land — land whidb 
will yield something in excess of 82 bushels to the acre, 
will afford a rent to the landlord. 

Prioefc The history of prices and rents in England goes far to 
justify the a 'priori conclusions of economic theory. The 
price of wheat shows, indeed, great variations from year to 
year, but over long periods of time remains so constant that 
rents for land let on lease 'were, in former days, frequently 
fixed not in terms of money, but of com. Adam Smith 
says that the rents which have been reserved in com have 
preserved their value' much better than those which have 
been reserved in money.' During the Napoleonic Wars 
thoi'e was a rapid rise in prices and an equally rapid rise in 
rents. According to Porter,* rents showed in 184i> a general 
advance of over 100 per cent as compared with 1790. Essex 

* * By the 18th of Elizabeth it was enacted that a third of the rent 

"ol Uollege leases should be reserved in Wealth of Nationt, 

p. 14. 

• Pix^fYM of the Xationf p. 186. 
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fyam whkh in 1790 wm rented at l(k an aere were, in 
Iba early 'forties, paying 20a, having in the meantime gone 
up to 46s. or 50e. In Berks and Wilts the net advance 
between the same ^tes was 114 per cent : from 14s. to 80s., 
rents having, in the war, been up as high as 50s. The price 
of wheat never averaged less than bOs. a quarter between 
1794 and 1840, except in the years 1822 when it dropped to 
44b. 7d*t in 1834 when it was 46s. 2d., and in 1836 when it 
was 48s. 6d. In 1800 it averaged 113s. lOd., in 1801 
119s. 6d., and in 1812 126s. 6iL In the following year 
(1813) it touched 1718. a quarter, though the *iverage price 
in ttiat year was only 109s. 9d. Between 1840 and 1883 
the price was fairly constant between 40«. and 55s. a 
quarter ; but after 1883 the fall in wheat prices was rapid 
and practically continuous down to 1894 when wheat 
touched its liottoin price of 17 h. 6<i. per quarter, averaging 
for the year only 22s. lOd. Rents followed prices. By 
1890 the remissions granted by landlords amounted on the 
average to not less than thirty per cent, while in the wheat- 
growing districts th^y frequently reached seventy-five per 
cent. After 1895 wheat- prices began to rise slowly but 
steadily, until in 1909 they averaged SGs. llt^., though they 
fell again to 328. 8(^. for 1911-13. In 1920 they averaged 
80s. lOiL ; in 1921, 718. 6d ; in 1922 they fell to 478. lOd. 

In the two decades after 1875 the capital value of Rents, 
agricultural land in the United Kingdon fell by nearly fifty 
per cent,^ and rents se^m to have fallen in equal if not in 
greater proportion. It is not, however, easy to arrive at 
a precise estimate of agricultural rents. The gross value of 
lands in 1911 as revealed by Schedule A of the income 
Tax Returns was £42,000,0(X) as against £p9, 311,323 in 
1880, and the net rent paid by the fanners to landownvs, 

« 

^ The value of agricultural capital (not at all the lame thing, of 
course, as the capital value of land) waa estimated : 

1840 1922 

In England XI ,988 millions £1,686 millions 

France £1,743 £8,930 „ 

Germany ^ £2,508 „ 
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othw ihaa themselves, was estimated at £S4,OOOjOODA 
Two poiiits most, however, be borne in mind : that the 
rent of land as thus estimated includes buildings, and 
that a very large proportion of the ‘r^t\ — at least 50 
per cent, perhaps 70 per cent, — ought in fairness to be 
reckoned not as rent but as interest on capital actually 
expended in relatively recent years on permanent improve- 
ments. There are indeed those who affirm that in the 
Ricardian sense, no rent is to-day paid for the use of the 
original and indestructible powers of the soil. 

Be this as it may, two deductions necessarily follow from 
the acceptance of the Ricardian formula : (1) rent is not 
a deduction from wages, nor i.s it (2) an addition to price. 

‘ Com as Ricardo said, ‘ is not high because a rent is paid, 
but a rent is paid liecaase corn is high.* If all agricultural 
rent was abolished by Act of Parliament to-morrow, the 
abolition would not affect the price of wheat nor the price 
of bread in any degree; nor would it necessarily react 
favourably upon the wages of agricultural labour. The 
farmers might, of course, out of their r bounty pay higher 
wages or charge lower prices, but there is no economic 
reason why they should do either. The price of wheat is 
determined by the cost of growing that portion of the 
necessary supply which is grown under the most dis- 
advantageous circumstances. Among tliese ‘ circumstances ’ 
the most important to-day is the cost gif freight between 
Manitoba and Liverpool. The price 6f wheat in the English 
market is therefore determined not by anything which 
happens or does not happen in England, but by the con- 
ditions ^of production* on the Canadian prairies and the 
cost of freight, between Canada and England. 

Ehese facts supply the common ground for all serioas 
students of the subject. Nevertheless populv prejudice 
against the system of private property in land and against 
the recognition of tliat property by the payment of rent 
unmistakably persists ; nor does the prejudice l a c k 


* Bowley, op, cit., p. 14. This ficlades land held by tenants whose 
income was under X160 aycar. , 
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i flfifmiiTirft of support from athkal teachers. It is xcfloetcd 
in audicnt law and in ancient literature. The Psalmist of 
land declared that ‘The earth is the Lord's and the 
folness thereof |he Sabbatical year testified to the con- 
oepUon of Jehovah as the only ultimate owner of the land 
as well as of its increase. Isaiah denounced the land 
monopolists : ‘Woe unto those who join house to house, 
who add field to field, till there is no more room.’ 
Nehemiah, after the return from exile, induced the rich 
nobles to restore to the pt^ople ‘ their lands, their vineyards, 
their olive-yards and their houstis’ as weU as a small 
percentage of ‘ the money, the com, the wine and the oil ’ 
that they had exacted from them.^ 

Passing to more recent days, we have Rousseau writing 
in his DIscoutk 8ur VOrUj'nie de Vhi^galUe 'fKirrni les 
Htmmes : * Tlie first man who, having enclosed a plot of 
ground took it into his hetul to say, “ This is mine ”, was the 
true founder of civil society. W’hat crimes, miseries and 
horrors might iK^t have been spared to the human race had 
someone plucked up tlic stakes and filled the trenches and 
shouted to his fellows “ Beware of;li8tening to this impostor. 

You are last if you forgot that the earth Ixilongs to no man, 
and that its fruits arc for all Rousseau founded a school 
of which the best known modem disciple was Mr. Henry 
George. The whole argument of Procfress and Poverty is 
founded uix)n th(^thesis originally maintained by Rousseau : 

‘ The equal right of al! men to the use of land is as clear as 
their equal right to breathe the air. It is a right proclaimed 
by the fact of tlieir existence.’ We may dismias such language 
as nothing more than the rhetoric pity ; but the idea 
which underlies it is, as we have seen, singularly persistent. 

Private property in land is represented as being contifery 
to the ‘Ltyw of Nature’, &nd to take rent for that which 
belongs equally to all men is regarded therefore as a 
particularly heinous form of robbery. 

A detailed discussion of the metaphysical basis of the ifitaiml 

ngbto. 


Nehecifab t. U. 
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ftygnmftnt; advaucdd by the Conunmustic School is beyond 
the scope of the present treatise. There is no general 
agreement as to what are ‘Natural Rights', nor indeed 
whether they exist. ‘ We hear writes gir George dome- 
wall Lewis, ‘of original rights, natural rights, indefeasible 
rights, inalienable rights, inherent rights, where there is no 
pretence of legislative sanction ; indeed, the only object of 
using these names is to induce the legislature to convert 
these supposed rights into real rights by giving them the 

sanction of law In fact, however, these imprescriptible, 

inalienable, indefeasible rights, in most cases never have 
been rights, or if they have, long since were alienated and 
defeated by the Sovereign power. These various ex- 
pressions have all taken their origin from the theory of the 
state of nature, and the social compact: but they are 
frequently used by persons who have never heard of this 
absurd and mischievous doctrine, and would perhaps reject 
it if they knew it. All that these persons mean is that in 
their opinion the claims which they call rights ought, in 
sound policy, to be sanctioned by law.«. It is the duty of 
such persons to show that sound policy requires what they 
require ; but as this would recjuirc a process of reasoning, 
and as reasoning is often both hard to invent and to under- 
stand, they prefer begging the question at issue by employ- 
ing some of the high-sounding phrases just mentioned.’ ^ 
The appeal to natural rights may therefore be discarded. 

Is the appeal to history more Valid? That Society 
originated in communism has frequently been asserted, but 
it has not been proved, and the weight of authority would 
seem toHie decidedly opposed to the assertion. ‘ It appears 
to me writc*s Coulanges, * exceedingly rash to maintain 
that the Romans had at first a system of common owner- 
ship of land. Such a statement* is not supported by any 
ancient authority.’ * ‘ So far l)ack as we can see, the 

German village writes F. W. Maitland, ‘ had a solid core 


* tv atid Almsf of PoffHcai Tertns, pp. 30 1. 

* Ori^n of tn^nd, p. iOS, 
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of iiidividisaliflm.*^ And again, *Th6re is a sense in which 
English law may be said to have known a fall ownership of 
land long before it knew a full ownership of chattels/ ‘ 
Similarly, Sir Paul Vinogradoff: ‘From the very first 
stages of the English occupation of the island, we have to 
reckon not merely with small landowners joining in town- 
ships on the share-holding system, but also with great 
landowners possessed of larger tracts of land, and utilizing 
them according to their wishes and nations.’ Writing of 
ancient Babylonia, Professor Sayce says, ‘ The most 
common form of tenure seems to have been 4iat in which 
a third of tlie produce went to the landowner.* ^ Of Russia, 

Ian St. Lewinsky writes : ‘ In European Russia village 
communities did not exist in the olden time ; they originated 
and developed only out of private property, and since the 
sixteenth and seventeenth centuries.’ * Plainly, it is im- 
possible to found an argument for communism in land on 
primitive practice. 

It is, however, unnecessary to have recourse to black New 
letter learning on his subject. Every one knows the con« 
ditions which obtain in undeveloped countries to-day. It 
is men who are in demand ; land can Ik? had for the asking : 
but the land so obtained is of little or no value till labour 
be expended upon it. Shall the right of property in the 
land be denied to the man who clears and drains it ? To 
deny it contravenes one of tlie most ancient of codes, the 
Laws of Manu, wliich recites : ‘ The sages declare a field to 
belong to him who first cleared it, and a deer to him who 
first wounded it.’ Similarly the French historian, Michelet, 
declared : ‘ Man has the best of claims J-o the land : that of 
having made it.’ If the settler in a new country prefers, 
instead of ‘ making ’ the land himself, to purchase or hirs 
land already^ made ’, he hastiio cause to complain, w'hen he 

* Domesday Book arid Beyond, p. 346. 

* im., p. Ul, 

* Babyloniana and Assyrians. 

* Quoted by Sir Thomas Whittaker, Oumerahip, Tenure, and Taxation 
of Land, p. 40— a valuable work by a lamented friend and colleague, 
to whom my obligations in these par^rapbs are heavy. 

8 
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k called upon to pay for the satisfaction of his preference; 
A choice, similar in kind though different in degree, is open 
to the agriculturist in a settled country. He can pay a 
minimum rent for a poor farm, or a higher rent for better 
land. In either case his rental, be it observed, includes the 
use of buildings and other permanent improvements, and 
in many cases is insufficient to return a moderate rate of 
interest upon the capital actually expended upon them. 

C(jminon sense and Economic theory would seem then to 
be not very far apart ; nor does either diverge widely from 
p]thicH. Ne^rtheless, the prejudice, quasi-ethical, quasi- 
econcinic, is very obstinate. Even Adam Smith, despite 
his Judicial temperament and his unclouded sanity, looks 
askance upon the landlord as a monopolist and rent-grabber. 

‘ In adjiusting the terms of the lease, the landlord endeavours 
to leave [the tenant] no gi’eater share of the produce than 
what is sufficient to keep up tlie stock from which he 
furnishes the seed, pays the labour, and purchases and 
maintains the cattle and other instruments of husbandry, 
together with the ordinary profits of farming stock in the 
neighbourhood. . . . Whatever part of the produce , , , is 
over and above this share he naturally endeavours to 
reserve to himself as the rent of his land. . . . The rent of 
land considered as the price paid for use of the land is 
naturally a monopoly price.’ ^ 

This is the gravamen of the charge : land is an object of 
universal desire : it is indispensable to life ; above all, it is 
limited in amount. It commands, therefore, a monopoly 
price. The argument, however, applies in a degree not 
only to land, but to^ill private property. If there be any 
ground for differentiating between land and other forms of 
property it can only be a matter of degree and not of kind. 
Other kinds of property are, course, less palpably limited 
in amount than the land, for example, of Great Britain, and 
there is perhaps no other kind of property the distribution 
of which has so direct and powerful an influence upon 
human character and national destinies. 

* Nat ions^p. 61 . 
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J; S. Mill would discriminate against land on another 8. mil 

° on pro* 

gtoond. Private property, he argues, represents a guarantee pertjin 

to individuals of the fruits of their own labour, skill, 
and abstinence. ^Where wealth is provided by human 
industry, value is an indispensable condition to its exis- 
tence — to its existence at least in greater quantity than 
suffices for the producer’s own requirements; and the most 
obvious means of rendering this condition efficacious as a 
stimulus to industry is to ri‘cognize in the producer a right 
of property in the thing he has produced.^ Liind, not 
being the product of human lalxiur, tliis apology for private 
property in general cannot apply in its integrity to this 
particular species of property. But is the premise sound ? 

Locke argued on the contrary that altiiough land itself 
is not the piwliict of human laUmr, yet it is wortliless 
until it is cleared and cultivated, and the valuable qualities 
of the land are therefore as much the proiluct of human in- 
dustry as any other commodity.- This is. indeed, admitted 
by Mill. Moreov r, land is in this respect le.-'S ditferentiated 
from other kinds ofrwcalth than Mill and the socialists are 
apt to assume. In the case of many other things beside 
land it is not easy to distinguish that portion of the existing 
value which is due to human lalour and that portion which 
is the gratuitous gift of nature. Take a dwelling-house. 

The stone of which it is built, the timber which is employed 
in its constructior. the slates with which it is covered — 
none of these things arc wholly the product of human 
labour, lu almost everything which poss<‘Hses value, some 
portion, however minuU*, is attributable not to man but to 
the bounty of nature. 

Cairnes, therefore, would seem to R* on str»)nger logical The 
ground when he denies that the right to any species 5f ofBodai 
property depends either upon natural law or upon tlie fact 
that it is the product of human laliour.'* If it is jjroper to 
recognize the right of the individual to wealth, it is not 

’ Cf. Ptinciphs, Hk. II, c. ii, for full discussion. 

* Cifil Gorernoient^ ii, § 

• Esyiifs in PoUficai EcotAmy^ p.491. 

8 ^ 
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because the individual has created it, but because eon* 
aidcrations of expediency dictate the recognition of a legal 
right. In other words, the defence of private property 
must be based not upon natural right but upon grounds of 
social utility. On no other ground can the defence of 
private property be safely or logically based. 

Ought we then on grounds of social utility to discrimin- 
ate between land and other forms of property. * The claim 
of the landowners to the land’, writes J. S. Mill, ‘is altogether 
sulx)rdinate to the general policy of the State.’ ^ That is 
true ; but nuiy not a similar proposition be maintained in 
regard to all property ? Is not the claim to all property 
‘ subordinate to the general policy of the State ’ ? It is not 
easy to deny it. Yet it is equally undeniable that popular 
instinct, to say nothing of scientific analysis, does favour 
some discrimination, though discrimination can, we repeat, 
only be a matter of degree and not of kind. 

If the right of private property in land be denied, it 
cannot be maintained in regard to any other form of 
property. Nevertheless, considerations of social utility 
may require that the exercise of the right shall be subject 
to greater limitations in the one case than in the other. It 
is frequently urged, for example, that the taxation of rent 
may be specially justified on the ground that the value of 
land tends to increase without the expenditure of labour or 
the exercise of abstinence on the part ot the owner. This 
argument was strongly urged by Mill. ‘Suppose’, he 
writes, ‘ that there is a kind of income which constantly 
tends to increase without any exertion or sacrifice on the 
part <Si the owners j** those owners constituting classes in 
the community whom the natural course of things pro- 
gressively enriches consistently with complete passiveness 
on their own part. In such a dase it would b<^no violation 
of the principles on which private property is grounded if 
the State should appropriate this increase of wealth, or 
part of it, as it arises. This would not properly be titlring 

lUi.§6- 
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•aythittg from anybody ; it would merely be applying an 
aeoeesion of wealth created by circumstances to the benefit 
of Society instead of allowing it to become an unearned 
appendage to the riches of a particular class. Now this is 
actually the case with rent.’ Mill accordingly proposed 
that the State should absorb what he described as the 
* unearned increment ’. All land was to l)e valued, and the 
present value of all land should be exempt from the tax, 
but after an interval had elapsed a rough estimate was to 
be made ‘ of the spontaneous increase which had accrued to 
rent since the valuation w’as made Care wf s to be taken 
not to touch iiny increase of income which might be the 
result of capital expended or industry exerted by the 
proprietor, but subject to these precautions Mill saw no 
objection ‘to declaring that the future increment of rent 
should be liable to special taxation 

As regards agricultural land, recent experience has, as ‘Un- 
we have seen, belied Mill’s anticipation of a progressive 
increase of value On the general question two considera- niont** 
tions may, moreovo’-. be urged. If the State claims the 
right to absorb unearned increment, can it divest itself 
of the responsibility to compensate in the case of de- 
preciation du(j not to the fault of the owner, but to a 
change in economic conditions ? Nor is land the only form 
of wealth which may incn^iise without exertion on the 
part of the owner If landlords ‘ grow richer, as it W'ere, in 
their sleep, without working, risking, or economizing ’, is 
not the same true of investors in other securities ? Suppose, 
for example, that in the year 1871— the date of the last 
edition of the Fr Inc q ties revised }fiy Mill hin ^eft — one 
investor had purchavsed land to the value of *£10,000, and 
a second investor had put the same amount into Consofs, 
what would have Ixjen their respective positions a quarter 
of a century afterwards? The investor in agricultural 
land, 80 far from finding himself in possession of an 
unearned increment, would have found his capital decreased 
at least 30 per cent. The investor in Consols would have 
found his capital increised by ^n increment, at least equally 
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unearned, approaching a like amount. On what grounds 
oi aMract justice or social utility could the latter have 
been exempted from a tax which it was proposed to levy 
on the former ? 

Thus far we have considered only the case of agricultural 
land, and the rents arising therefrom. There are, however, 
other kinds of rent: that derived from urban lands, and 
that which is collected in the form of mining royalties. If 
there Ixj any validity in the argument in favour of the 
doctrine of the unearned increment as applied to agricultural 
land, it certainly applies in far greater degree to building 
land in urban districts. Nor have economists been slow 
to emphasize the distinction. Adam Smith, for example, 
gave his approval to the special taxation of ground-rents as 
‘ a more proper subject of peculiar taxation ’ than either the 
rent of houses or the ordinary rent of agricultural land. 

' A tax upon ground-rents he wrote, ‘ would not raise the 
rent of houses ; it would fall altogether upon the owner 
of the ground-rent who acts always as a monopolist and 
exacts the greatest rent that can be g^,^t for the use of his 
ground. . . . The ordinary rent of land is in many cases 
owing partly at least to the attention and good manage- 
ment of the landlord. A very heavy tax jnight discourage 
too much this attention and good uianagement. Ground- 
rents, HO far as they t*xceed the ordinary rent of land, are 
altogether owing to tlie good governmei^,^ or the Sovereign 
which, by protecting the industry either of the whole people 
or of the inluibitanta of some particular place, enables them 
to pay NO much more than its real value for the ground 
whichibhey build their houses upon, or to make to its owner 
so much more than compensation for the loss which he 
iftight sustain by tins use of it. Nothing can be more 
reasonable than that a fund which owes its existence to the 
good government of the State should be taxed peculiarly or 
should contribute someUiing more than the greater part of 
other funds towards the support of that government.' ^ 

Mill cordially agreed with Adam Smith: * Among the 
* Weal^ of Kateom, Bk.*V, ch. ii. 
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mrf few kinds of huiome which are fit subjects for peculiar 
these ground-rents hold the principal place/ Nor 
does Qide dissent: ‘Building grounds situated in towns 
acquire fantastic surplus values and allow their owners to 
charge rents, limited only by the capacity of tenants to pay. 
There is no other value in the w'orld in the original making 
of which the labour of man is so utterly lacking, nor on 
the other hand where the action of social causes is so 
clearly at work.’ ^ 

The return from the Inland Revenue Report (1920) shows 
a total revenue from houses, messuages, teiieinents, etc., of 
£287,515,365, but this total does not discriminate between 
the value of the liuildings and that of the land on which 
they are erected. As a fact, in the majority of dwelling- 
houses, the ground-rent represents only a small proportion 
of the annual value. But the <lefonce of property in urban 
land can be based only on two general grouiuls. ’I’lie first 
is, that if on broad considerations of .social utilit}' it is 
advisable to recognize the princi])lo of ])rivat(‘ property, it 
is neither expedient nor, in the long run, ju.st to discriminate 
between different forms of investmtait or of projicrty. 
Ground-rents, fur example, are held not only in large 
amounts by rich men, but in very small amounts liy pour 
men. In some parts of England, notably in Lancashire, 

‘ chief rents as they ani Icxjiilly termed, are regarded as 
one of the muot ronvenient forms of .small investment. To 
impose upon such investments a tax not imposed, for 
instance, on Consols would be an act of grave social in- 
justice, and it may bo more cxjx.'dient to allow the wcjilthy 
urban landowner to cscajie exceptipnal taxation 4han to 
impose it upon the small investor. The second considera- 
tion applies more particularly to the taxation of agricultiwal 
land. It lj,e8 in the danger that any discriminating Uixa- 
tion may have social aud economic results precisely 
contrary to those which are intended. ‘If’, wrote the late 
Professor Fawcett, ‘ we have associated with the owner- 
ship of land any disability or disadvantage which does nut 
Op. cH^ p. 540| 
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belong to other kinds of property, a direct disooQrogenieQt 
is ofered to the investment of capital in the improvement 
of the soil, whereas, what above all things should be striven 
after, is to promote the free flow of capital to agriculture/ 
It is necessary, therefore, to proceed * with the utmost 
caution, less from motives of tenderness towards the claims 
of individual owners of landed property than from a just 
appreciation of the best interests of the community. 

Mining The question of mining royalties, which are in effect 
royalties. ^ ppe^ies of ground-rent, may be more briefly dismissed. In 
the aggregate^ cost of coal-production royalties form a very 
small item. In 1913 the aggregate cost of production was 
Os. h\d. per ton, made up as follows: wages, Cs. 10 Jd.; 
timber and stores, Is. Id.; other costs, Is.; royalties, 6d. 
In January 1921 the aggregate cost was 40s. 5*43d., of 
which wages amounted to 31s. 7*01d., while royalties 
accounted for 7-80d. One of the Reports of the Coal 
Industry (Sankey) Commission estimated that royalties 
(including wayleaves) amounted in 1913 to 5 per cent of the 
selling value at the pithead, and in lpl8 to about 2^ per 
cent of that value, but all the Reports, otherwise discordant, 
concurred in the recommendation that the State should 
acquire, on payment of fair compensation, the ownership of 
the minerals.^ Against such acquisition, provided the 
compensation be just, no valid reason, either economic or 
ethical, can be urged. The question still lomains, however, 
whether the transference of the cfwnership to the State 
would be of any l>enefit either to the State, or to the 
industry, or to the miners. 

Plainly the questicgi is fundamental. If the prejudice 
against rent .be valid; if w'e must abandon either on 
gK)unds of natural right or social utility the principle of 
private property in land and the products of mature, what 
form of economic organization shall be substituted for it? 
Broadly, the only alternative is some form of nationalization, 
or public ownership. 


*^Cmd. ^10 (1919> 
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Henry George and his disciples preferred indeed ^ Theda^t 
method of a angle tax on land values to that of nationaliza* 
tion. They proposed to confiscate only the economic rent 
by means of a tax of 208. in the pound, leaving the land- 
lords in undisputed possession of the improvements eflfected 
by them or their predecessors in title. The single tax was 
advocated not merely as a measure of social justice but as 
a means of superseding all other forms of taxation, imperial 
and local alike. Even before the war the demands of the 
tax-gatherer and rate-collector amounted to more than 
£360,000,000 a year. A tax of 20s. in the ^ound on land 
values, urban and rural, including sporting rents, rente from 
mines, and various miscellaneous items, could not at that 
time have yielded more than £100,000,000 a year. That 
amount would, moreover, have included a considerable 
sum which, so far from being a tax on land values, 
would have been in reality a tax upon the interest of 
capital actually sunk in permanent improvements. The 
conclusive objection to the single tax is, however, that even 
in the pre-war pe p^ the yield would have been wholly 
inadequate to fulfil the purpose ascribed to it. Still loss 
would it sufiicc to-day. The single taxer may therefore be 
ignored. 

There remains to be considered the argument in favour Land 
of complete nationalization. This process might be efiected ^^^^n**** 
in either of tw^ways: either by confiscation or by pur- 
chase, The way of confiscation cannot be considered. It 
finds no place in the Bill for land nationalization introduced 
by the Labour Party in 1921. That Bill proposed to 
abolish private property in land anolto transfer alPIand in 
Great Britain, which is not already the property of the 
Crown or of any public authority, to a newly created 
ministry qf land. But ft was specifically provided that 
compensation should be paid to owners in the form of 5 per 
cent National Land Stock, redeemable at par after thirty 
years. Tlie amount of stock paid to each owner was to be 
'such as would provide an annual income equal to the 
present net letting vaiue of the land transferred, such value 
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being calculated as the reasonable rent of the land for Ibo 
purposes for which it was used at the time of the transfer/ 
To such a proposal no objection can be offered on the 
score of probity. If the community deliberately decides 
that it is in the common interest that Ihe ownership of 
minerals or land should be vested in the State, there is no 
moral reason against the transfer — always assuming that 
the compensation is just. But how stands the economic 
argument? What advantage, social or economic, will 
accrue to any of the parties concerned ? The owner need 
not be further considered. He may suffer in sentiment, 
but the feelings of individuals must not count against the 
common good; in pocket, it is assumed he is not to be 
damnified, and for any loss of amenities he must, of course, 
be compensated by the purchasing State, just as a railway 
company has to pay if it carries a line through a private 
garden. For the community the transaction would be in 
the nature of a speculation. If nationalization had been 
carried out, say in 1870, or when the collectivist doctrine 
was in excclm in 1919, the speculatior^ would have been a 
bad one for the State, as it has been for tenants who have 
lately purchased their farms. Still, if the community 
wishes to embark in speculation, there is nothing to prevent 
it : but, unless there are great social or political advantages 
to bo gained, the presumption is decidedly against the 
adventure. The State is in the position a trustee, and 
of a trustee who is peculiarly susceptible to pressure. No 
prudent trustee speculates, even if the terms of the trust 
permit. 

Podtion assumed^ however, that the community has 

decided to take the risk. There still remain to be con- 
tort. sifiered two parties: the cultivators and the consumers. 
The State, having ac(juired the cA^mership of th^ soil, might 
decide also to work it; or, alternatively, to lease it out, 
more or less as at present. In the former case farmers 
and labourers would alike be superseded by an agricultural 
civil service, or would perhaps be transformed (if equali- 
tarian principles permitted) Into up^r division and lower 
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#i^on employ^ reflpectively. Whether the traaiafonna^ 
turn would bring them any material advantage would 
probably depend, in large measure, upon the complaisance of 
the general body of tax-payers and their willingness to 
make up the periodic deficits upon the agricultural service. 
If that service were conducted on strictly business lines it 
is in the last degree unlikely that the cultivators, whether 
* inspectors ’ or manual workers, would be any better oflf 
than at present — except on one hypothesis. The State 
might, in the interests of its Agricultural Department, im- 
pose protective duties upon imported food-slntfs. It might 
then pay preferential wages and salaries to its employes, 
and at the same time balance its accounts. Otherwise, the 
possibility of either result would be highly problematical. 

But what, then, of the consumer 1 Before considering his 
position we must glance at the alternative method. The 
State might simply step into the shoes of the existing land- 
lords and lease the land to farmers, who would cultivate it 
as at present with the aid of hired lalKuir. What advantage 
would the change bring to either class ? The farmer would 
have to deal with a State ofiiciul instead of with a landlord 
or an agent ; that would be all. If the rent charged was 
an economic one, the farmer could be no betkn- oft' than at 
present, and would probably Ik* much worse. Flexibility 
and elasticity are not the appropriate charjicteristics of 
government o^cials: ‘humanity’ in business relations 
would be a betrayal ol trust. If the official did his duty, 
the last state of the farmer in bud times would Ijo worse 
than the first. Nor could the State, under the assumed 
circumstances, interfere, more than it can now, in itgard to 
ajgricultural wages. , 

There is, however, another method. The State might 
reduce ren^# below the Ajonomic level, and at the same 
time dictate the rate of wages. In that case the taxpayer 
would suffer, either in his capacity as taxpayer or in that 
of consumer: probably in both. The farmer would not 
suffer ; but neither would he gain. If, on the other hand, 
rents were reduced vjithout inference to the rate of wages, 
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the tenant would be placed in a privileged positioii* Tte 
applicants for farms would far exceed the supply. How 
would the privileged class be selected ? If otherwise than 
by lot the ‘Honours scandal’ would pale in comparison 
with the scandal that would ensue. If by lot, the land and 
the consumer might suffer. 

The consumer would, in any event, stand little chance of 
benefit. High protection is the natural complement and 
corollary of collectivism. Collectivists may ignore this 
obvious truth, but they would quite certainly be enlightened 
in no long tii^c by the logic of facts. If the land were 
nationalized, the State would inevitably find itself on the 
horns of this dilemma : cither it would have to lower rents 
and consequently (if its accounts were honestly kept) show 
a deficit on its investment ; or it would have to impose sub- 
stantial protective duties on food-stufts, and thus penalize 
the general body of consumers. As things are, landlords, 
farmers, and agricultural labourers must take their chances 
with other citizens. State purchase would mean either 
preference to a particular class, or^a fine upon the com- 
munity at large. 

Urban land and minerals may be thought to stand in a 
somewhat difierent position from agi’icultural land. There 
is admittedly a difference of degree. Is there a difference 
in kind ? Except on the broadest ground of the inexpedi- 
ency of interference with private property -it is not easy to 
controvert the unanimous finding oftbc Koyal Commission 
presided over by Mr. Justice Sankey.' If we were 
establishing a new State in a new country it might be 
a reasdnable precaution to reserve the right to minerals, 
although, as a fact, new countries generally respect the 
rights of prospectors and discoverers. Nor is their motive 
obscure. It is believed to be fof' the interest ^f the com- 
munity that mines should be discovered; prospecting 
involve.s both skill and capital, and the simplest and 
perliaps the cheapest way of encouraging such enterprise is 
to allow the discoverer to reap the reward of combined 
J Supf%^^, 120. ^ 
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hA and peneveraoce. Lack caimot be eliminated from 
business any more than from life. The taking of risks is 
essential to industrial progress. Who will take them, if 
the ‘ bank ’ always wins : if the State, while refusing to 
endow experiment, claims all the rewards of success ? 

Similar considerations apply to the problem of urban 
land. If a state could forasee, from its foundation, the 
precise direction which industrial development would take, 
it might be wise to retain the fee simple of all the land, 
and grant concessions to indiviilual citizens only in the 
form of leases. Modern municipalities ha^e often been 
blamed for not exhibiting greater foresight and courage in 
regard to town-planning and the purchase of building 
sites. But even private speculators make mistakes; is 
there any reason to suppose that Local Authorities or even 
Central Departments would be exempt from them ? It is, 
of course, tantalizing to witness the apparently dispropor- 
tionate reward of mere luck ; the failures, some of which 
may or may not have contributed to ultimate success, are 
commonly ignored. ^ 

We conclude, then, that, under ordinary circumstances and 
under the conditions of the modern State, the common 
interest dictates respect for the legal riglits appertaining to 
private property in land. Tlie rights of individuals cannot 
indeed be permitted to obstruct the evident advantage of 
the community t but, if it be deemed necessary or desirable 
to expropriate them, jast compensation must be made. If 
individuals or the State desire only to enjoy the temporary 
usufruct of land it in just and expedient that rent should 
be paid for the enjoyment. In the ctwe of agricultuftil land 
so leased the rent will, under normal conditions of free com- 
petition, be detennined on the one hand by the relatife 
quality anc^onvenience df the land, on the other by the 
market price of the produce. Economic history confirms the 
truth of the Ricardian theory. In the case of urban land, the 
value or rent is determined, under parallel conditions, solely 
hy the ratio between supply and demand. The bargain 
struck may turn out lo the ddvanta^rc of the lessor or of 
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the lessee. The growth of industry and the ennaoguf nt 
development of towns have, generally speaking, tended to 
the advantage of urban landlords; but not invariably. 
Fashion is Mprieious ; neighbourhoods ‘ decay ’ ; industry 
deserts particular localities. Envy advertises the prizes, 
the blanks and the losses are forgotten. Equity will 
endeavour to strike a balance; practical policy will be 
dictated by expediency. The system of private property, 
with its corollaries, po.ssesse8 unquestionable drawbacks, 
and in times of civil commotion has contributed to the pre- 
vailing unrest, but the deliberate judgment of civilized 
mankind has hitherto decreed that the advantages of that 
sy.stem on the whole outweigh the drawl)ack.s, and has con- 
sequently resolved that even though it may be increasingly 
necessary to limit its application, the principle shall, in the 
common interest, be maintained. 



CHAPTER IX 


THE PRICE OF CAPITAL 

‘ Interest is the compensation paid for the use of capital.’— F rancis 
A. Walker. • 

‘As something can everywhere be made by the use of money, 
something ought everywhere to be paid for the use of it.’ — A dau 
Smith. 

‘ Lend, hoping for nothing again.*— SV. Luke vi. 35. 

‘To wish, like the U8ui*er, to live without labour, is contrary to 
nature.’ — Gebson, de Contract. 

‘Interest is the price of time.’— G ide. 

‘ If thou lend money to any of My people that is poor, thou ahalt 
not be to him as an usurer, neither shalt thou lay upon him usury.*— 
Exodus xxii. ‘25. 

‘Thou shalt not iend money upon usury to thy brother.’— 
xxiii. 19. ^ % 

‘God has allowed sale ; but forbidden usury.’— TAe A'omn. 


1 AND is sometimes cultivated or otherwise utilized Interest 
for profit-makiug by the owner. More commonly> 

■ especially in England, it is hired for these purposes 


from the owne^by the actual cultivator or business man. 


Consequently Rent enlarges clearly as a charge upon the 
gross profits of agriculture or industry. As to Profits, 
also, there can be little risk of failure to discriminate. 


Every one who engages in business •hopes to make^profits. 
If it is a one-man business his ‘ profits ’ include and often 
conceal the wages of labour : his own laliour and perhaps 
that of a Mitfe or children. Much more often 'profits' 
include and conceal another element : interest on capital. 
We may, therefore, re.solve gross profits’ into three parts: 
payment for land-rent; payment for capital (including 
insurance against the lo.ss of it) — interest ; and the reward 
of skill, or in Mill's phlase ‘ the wagq^ of superintemjence ’. 
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Of these elements interest— the remuneration of oapitalr* 
is in a sense the most subtle and is certainly the most apt 
to be ignored. But, since capital is essentid to production 
and to commerce, every business great or small ought 
to charge itself with something for the remuneration, and, 
in many cases, also for the repayment, of capital. The 
itinerant hawker, if he possesses a barrow or trolley, is to 
that extent a capitalist and for the wholesale purchase 
of his wares must rely upon his own capital or that of 
a creditor. For the capital thus employed interest should 
always be rec]^oned, and will generally have to be paid. 

This being so, it is the more remarkable that there 
should ever have existed, still more that there should still 
in some quarters exist, a prejudice or scruple against the 
taking of interest. Yet the fact remains, and though 
unreasonable is not inexplicable. Capitalists — the pro- 
viders of one of the essential factors in industry — are, 
as a separate economic class, the product of recent industrial 
developments. In the Middle Ages the synonym for a 
money-lender was a usurer ; in popular parlance it still is. 
The dictionary definition of a usurer is ‘one who lends 
money at exorbitant interest’, and many States have 
attempted by legislation to prevent the practice of usury. 
The mediaeval Church went much further and used all its 
influence to prohibit absolutely the taking of interest. 
It was a natural deduction from the pytristic teaching 
on the subject of property, and app<'ared to have behind it 
the direct authority alike of Aristotle and of the Gospels. 
Aristotle, while rejecting the system of Platonic communism, 
was rigid in his vievjs upon money and trade, and of all 
forms of money-making he regarded the lending of money 
aV interest as the most hateful. ‘ The most hated sort of 
trade, and with the greatest reason, is usury,^hich makes 
a gain out of money itself and not from the natural use of 
it. For money was intended to be used as a medium 
of exchange, but not to increase at interest. And this 
term usury (roxor) which means the birth of money from 
money, is applied to the ba^eding, of money. ... Of all 
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iiioto of making money this is the most tmnatnral/’ 

* Lend, hoping for nothing again * was the injunction of 
Christ. St. Clement taught that * the use of all that is 
in the world ought to be common to all men * ; St. Basil 
that ‘ the harshest form of covetousness is not even to give 
things perishable to thase who need them*. How then 
could the lending of money at interest be otherwise than 
sinful ? 

The prohibition of interest was at first a disciplinary 
regulation binding only on the clergy. The Council of 
Nicaea (a. D, 325) forbade the clergy to tak .. interest on 
pain of degradation from their clerical office. The pro- 
hibition WAB extended to the laity by the Capitularies 
of Charles the Great and the Councils of the ninth century. 

This was in direct conflict with Roman Liw which not 
only permitted loans on interest but provided means for 
enforcing repayment of capital as well as payment of 
interest. Probably it was the revived study of Roman 
Law in the twclftli century which led the Latcran Council 
of 1179 to ordain tha^ ‘ manifest usurers shall not be 
admitted to Communion, nor, if they die in their sin receive 
Christian burial’. Thus far, as Sir William Ashley^ 
observes ‘ none but spiritual penalties had been threatened 
against usurers but Gregory X, in 1274, forbade anyone 
to let lands or houses to ‘ foreign * usurers, and ordained 
that the wills of Unrepentant usurers, of usurers who died 
without making restit’^tion, should be invalid, while in 
1811, Clement V ordained that any corporation or individual 
permitting usury should incur sentence of excommunica- 
tion. • 

From the fourteenth century, secular legislatibn began to LegisU- 
follow the example of ecclesiastiail, but the effort came too*J{rfj 5 [j^„, 
late. With tWgrowth in tlfe sixteenth century of foreign in- 
trade and the commercialization of agriculture, it was ^*^‘’**" 
manifestly impossible to maintain the principle of pro- 

' PolUict I. z. 5. 

* The whole subject is admirably treated by him in Economic Hiiitorn, 
vol. i, c. iii. 

9 
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hibitioiL The mediaeval doctrine was explained and fms 
haps justified by the self-suflfciency of the economh! 
system ; by the fact that opportunities for the productive 
investment of capital were exceptional ; though less excep- 
tional, perhaps, than has been commonly assumed ; ^ by the 
fact that men as a rule borrowed money, not for the 
purpose of employing it in trade, but to supply their 
urgent personal necessities. To charge interest on such 
loans was regarded as an attempt to take advantage of 
a brother’s misfortune. The Jew might exploit the Christian; 
for Christiar to deal thus with Christian was anathema. 

The sinfulness of usury was not, however, confined to the 
taking of interest; it applied, logically enough, to all 
transactions in which one man’s gain was purchased at the 
expense of another’s loss : in fine, trading in money differed 
only in degree from other forms of trading for profit. 
Barter was legitimate, since the convenience might be 
mutual, but exchanges effected through the medium of 
money incurred the censure of the Canonists. 

< Usury* With the advent of the sixteenth century we pass into a 
I " now economic atmosphere. The enlargement of the known 
boundaries of the world ; the decline of the cBCumenical 
authority of the Roman Pontiff ; the growth of nationalism ; 
the development of international trade; the break-up of 
the manorial system ; the decay of the gilds — all these 
contributed something to the change of outlook. It was 
not, however, until the coming of *1116 industrial era in the 
last years of the eighteenth century that economic theory 
declared boldly in favour of free trade in money. 

Sute The State had alr eady found it prudent to substitute the 
pohcy of regulation for that of prohibition. A statute 
usury. 'of 1545 confessed that statutes against usury had been 
*of little force and effect’, but though repealing them, 

' For evidence in support oi the qualification suggested in the 
text, cf. Lipson {Economic History, p. 528), who quotes an ordi- 
nance of the Leicester Gild {Recof'ds of Leicester, i. 91) : ‘ it was agreed 
by the community of the gild that all who are in this gild . . . shall 
be able to share profits with all from whom they shall have Arrowed 
money, to the htdf, the third oir the fourth part of the profit, as 
best be arranged between the lenders ahd borrowers.' 
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it dedired dl interest above 10 per cent to be unlawfol 
Bdward Vlj^pealed this Act in 1552 and a^n prohibited 
all interest) but Elizabeth, in accord with the enlightened 
eoonomic policy of Burghiey, re-enacted the Statute of 
Henry VIII in 157i, and 10 per cent continued to be the 
legal maximum until in 1624 James I reduced it to 8. 

Soon after the Restoration it was further reduced to 6 
and by the 12th of Queen Anne to 5 per cent. The 
price of money fell so rapidly in the first half of the 
eighteenth century that in 1750 Henry Pelham was able to 
convert £54,413,433 of National Debt from 4^ per cent to 
(ultimately) 3 per cent and Adam Smith says that even 
private citizens ‘ of good credit * wore at that time able to 
borrow at 3^, 4, and 4J per cent. 

Adam Smith, though approving of interest on the common- Adam 
sense ground that ‘ as something can everywhere In.; made 
by the use of money, something ought everywhere to be * * ’ 
paid for the use of it' (Bk. ii, ch. iv), and while admitting 
that prohibition ^ instead of preventing, h?us been found 
from experience U) increiuse the evil of usury nevertheless 
endorsed the policy of regulation. In his opinion the legal 
maximum ‘ though it ought to be somewhat above ought 
not to be much al)ove the lowest market rate Otherwise 
only ‘prodigals and projectors’ would borrow money. 

J. S. Mill ruthlessly exposed the fallacy of this timid 
reasoning, and, sustained by the authority of Jeremy Ben- 
tham, urged the total rspeal of all regulative legislation, 

* No man of ripe years and sound mind, acting freely and 
with his eyes open ought to be hindered . . . from making 
such bargain in the way of obtaining iiioney, as ho thinks 
fit.’ So Bentham had argued in his Letters on Usury, pub- 
lished in 1816. Nevertheless, though, bit by bit, regulation* 
was relaxed, ij^was not until 1854 that the principle of 
laiaaez^faire was adopted in its entirety by the Legis- 
lature.^ 

Nor was it sustained. In this, as in other spheres, the The poller 

oftho 

followed the lead of England in 1855 , and Spain. 

Holland, Norway, Belgium, Aid other countries shortly afterwards. 
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triumph of Iwiseez^faire was short lived. The last two 
decades of the nineteenth century witnessed the enactment 
of laws against 'usurious’ interest in Germany, Austria, 
Switzerland, and other countries, and in 1900 the English 
Legislature passed the Money-lender s Act, proving in 
Dicey’s opinion, that ‘ the almost irrebuttable presumption 
against the usury laws which was created by the reasoning 
of Bentham has lost its hold over men who have never 
taken the pains or shown the ability to confute Bentham’s 
arguments 

French Ifi^w draws a distinction between industrial or 
commercial loans, when the loan is presumed to be pro- 
ductive and also risky, and civU loans, i. e. mortgages or 
loans for consumption. In the latter case there is a maxi- 
mum limit of 5 per cent. This limitation is justified by 
M. Gide who, while admitting that ‘ it is no longer the 
needy who borrow from the rich but the ‘ rich and power- 
ful who borrow from . . . the savings of the populace, from 
the peasant’s stocking’, and that it is the latter who now 
stand in need of protection, nevertheless insists, with 
seeming lack of consistency, that ‘ it is no more of a contra- 
diction to allow liberty as regards the rate of interest, 
while punishing those who make a profession of lending at 
a high rate, than it is to allow consumers liberty to drink, 
while punishing publicans who supply drunken men.* * 

There is, how^ever, general agreement among economists 
that the taking of interest is an indispensable and justifi- 
able mijunct of modem industrial development, though the 
theologians are anxious that the rate should be a ‘fair’ 
rate, ^ while the socialists hold that no rate can be fair since 
all interest is a deduction from the rightful claim of the 
'lalx)urer to the whole product of industry. 

What is a ‘ fair ’ rate ? B^ore attempting to answer 
that question, it would seem desirable to investigate the 
causes which determine the actual rate. 

Interest, be it repeated, is simply the remuneration 

* Imw and Public Opinum, p. /13. • Op, cit., pp. 556 and 561. 

• AnMuihops Peport^^p. 106. , ^ 
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«tihs6d ei^tal, and is to be carefully distinguished from 
^profits the earnings of management, though, in practice, 
it is frequently included in them. The socialist raises the 
preliminary question why any interest should be paid 
on money 1 The answer is that industrial interest is not 
paid on money, but represents a quasi-rent for goods lent. 
Aristotle has misled countless generations by his verbal 
objection that money does not breed money, and that 
interest, therefore, is unnatural. In the modern industrial 
system it is in reality commodities which breed com- 
modities : money is merely the token of the transaction. 

The rate of interest varies, however, from time to time, 
from place to place, from business to business. That being 
so, the reasons for the variation should go fiir to answer the 
question under investigation. At any given time, in any 
particular country the rate of interest should tend to 
equality in different employments, and but for one element 
in 'interest ’ it would and does. Yet, if we take any given 
business conduct d on the joint-stock principle we shall 
probably find that to three classes of capitalists three 
different rates of interest are paid : to the debenture holders 
a fixed rate of, say, 6 per cent ; to preference sliareholders 
a fixed rate (‘f 7-8 per cent ; to ‘ ordinary ’ or deferred 
shareholders a rate which may vary from year to year. 
The third class are really the owners of the concern and 
their remuneratibn includes ‘ profits ’ as well as ‘ pure 
interest’. The other tvA) classes receive ‘interest’, but 
in each case there is an element of insurance against the 
risk of loss of capital. Eliminate all risk and the rate 
of debenture interest would not exceed that pai i by the 
State or by a municipality for loans. As a facC the rate of 
interest obtainable to-day (January 1923) on the debenture 
of a first-rate Eaglish railwa;^ company is not much higher 
than that on Consols, and is less than that on redeemable 
War Ix)an.' A first-rate industrial debenture returns about 

* Consols (2^ per cent) stood ut 55 (showing 41 per cent); 

5 Mr cent War Loan (1929^47; at par; Great Western 5 per cent 
l>eoe]itare8 at 102-5. * 
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5f-6^ per cent: a goc>d preferential stock, with iiither 
security, 1 to 4 per cent more: the ordinary stock taking 
all the risks may return much more or much less. Given 
equal security the rate of pure interest would tend to 
equality. Such difference as there is ^presents insurance. 
The same consideration accounts for variations between the 
prevailing rate in one country and another: the rate in 
Turkey or Persia or Russia, for example, is much above 
that in London or New York. But it does not account for 
variations between one period and another. 

From thq. sixteenth century to the middle of the eigh- 
teenth the legal maximum of interest, as we have seen, was 
gradually reduced in accord with the steady decline in the 
market rate. Almost continuous war, and the increasingly 
largo loans which the State was compelled to raise, naturally 
depressed public credit and consequently induced a rise in 
the current rate of interest as the eighteenth century 
progressed. Thus the average price of 3 per cent Consols 
from 1761 to 1780 was 82-1 ; from 1781 to 1800 was 67-2 (the 
minimum touched during that period being 47 in 1797) ; and 
from 1 801 to 1820 it was 64-9. From the Peace of 181 5 until 
nearly the close of the century the general tendency of the 
rate of interest was downward, but the movement was not 
quite continuous. From 1815 to 1845 interest was falling; 
rising from 1845 to 1872 ; falling again from 1872 to 1879. 
In 1897 Consols (then 2^ per cent) touched the maximum 
price of 113J. Manchester Corporation 3 per cent stock, 
redeemable in 1941, touched in the same year 118, while 
the irredeemable 3 per cent Debentures of the London and 
Norlh Western Rmlway Company actually reached 122.' 
The generrfl belief, at the time of the Diamond Jubilee, was 
that money would l)ecome cheaper and cheaper. As a fact 
it has steadily risen in value.* Not since k900 have Consols 
touched par. 

Such are the facts. What is the explanation of them 1 
Broadly one may say that the value of capital depends, like 

* The Onhnary Stock of th^ L. and jS.W.R. touched in 1898, 236 — 
the highest price, 1 brieve, eve^ paid ftr a railway stock in England. 
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iNtiof otber things^oii the ratio between the supply and the 
demand. The demand for capital depends on its pro- 
ductivity, the opportunities for its profitable investment. 

If trade is expanding, the demand increases, and if the 
supply were rigidly limited the rate of interest would rise 
and the price of fixed-interest-bearing securities would fall. 

The supply of loanable money is, however, not more 
limited than that of other commoditiea Increased demand, 
if reflected in a higher rate of interest, brings forth an 
increased supply, by ofiering an increased inducement to 
saving. 

At this point, how'ever, a psychological fa?tor may inter- 
vene to obstruct and even defeat the economic tendency, i^g, 

A rise in the current rate of interest may affect the rate of 
saving in contraclictory ways. The lethargic and com- 
placent rentier living, let us siiy, on £l,00{) a year, and 
satisfied with it, may save less and less as the rate of 
interest rises. The keen and ambitious man, especially 
if he be personally engaged in the con<luct of industry 
will, in times of expanding trade, siive every farthing 
he can, in order to increase his capital, even at the expense 
of his personal convenience. As to the predominant effect 
economists are not agreed ; nor indeed is it easy to assess it 
when personal psycl ology supplies so largo an element 
in the calculation. Ail we can confidently assert is that, 
so far as the eaonomic motive operates, an increased demand 
for capital will tend t<i evoke an increased supply, and that 
if the supply is excessive interest rates wdll again tend to 
decline. 

A demand for loanable capital mjy, however, arise from 
causes far removed from expanding trade. • 

The necessities of the individual w'ho resorts to a money- 
lender and ||orrow8 for consumption may, in the {)resent 
connexion, be ignored. He does not want capital but cash, 
and the rate he will have to pay for.the accommodation 
ifl determined by considerations peculiar to the individuals — 
lender and borrower-concerned in the transaction. 

A mortgage or 1(^ raised on the security of real Mortgages. 




pn^y may be tegarded as mtetmedbie between 
trial and personal borrowing. It may be raised aimply f* 
the relief of personal necessities, for meeting funily charges 
xjjjcm ati estate, or some similar purpose. It may, on the 
other hand, be simply industrial or commercial, as when 
a speculative builder mortgages one house to provide 
capital for further enterprises of a like character, or when 
a landowner mortgages his property to provide money for 
agricultural improvements. The rate at which such loans 
can be effected depends primarily upon the market rate of 
interest at the time and in the locality, but partly upon the 
character of Ihe security offered, and partly upon the 
personal credit of the individual bori*ower. 

State and Governments and local authorities have in recent years 
effected loans on a colossal scale. Whether such loans can 
be regarded as capital by the borrowers depends upon 
their destination. Some States and many municipalities or 
other local bodies have borrowed largely for what are 
described, sometimes, with excess of euphemism, as ‘ repro- 
ductive undertakings In such cases the public authorities 
act simply os traders, and employ the money raised by 
loans 08 capital for gas, electricity, tramway, harbour, or 
other similar undertakinp. Some municipalities have 
actually entered into competition with traders as pur- 
veyors of milk or bread. Provided the undertakinp are 
commercially remunerative, and the l)Ook-,keeping strict, 
no objection from the purely econqpiic standpoint can be 
taken to the enterprises. Public authorities enjoy, indeed, 
one groat advantage over individuals. Their loans being 
bon’owvd upon tlie security of the taxes or rates as the 
case may be, jean be raised on much better terms. The 
pjfovisos indicated above are not, however, invariably 
fulfilled. Strict commercial methods are ^not always 
adopted in book-keeping, and a deficit on any particular 
undertaking can always be made good out of the rates. 
We ere not, however, here concerned with the general 
argument for or against municipal or State trading, but 
merely with tlie question of ^interest^on the loans necessi* 
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MidliymdieoimaeieUdevelopineDtia Simply from the 
point ti view of interest on trading capital public 
antiKoities plainly enjoy an advantage (whether legitimate 
or not is a matter for discussion) over private traders. 

By far the largest portion of State loans have, how w»r 
wer, been raised not as capital, but for the purpose of 
immediate consumption in war. Yet the economic effect of 
such expenditure cannot easily be discriminated from that 
caused by a trade ‘ boom ’. War is, in the economic sense, 
a pure luxury; and expenditure on luxuries is admittedly 
not advantageous for trade. But it is generally advan- 
ta^us to particular trades, and may cvei^ for the time 
being, diffuse a sense of general prosperity. A State, with 
good credit, can command almost unlimited supplies of 
Mpital ; labour may become relatively scarce and is able 
therefore to command a high price for its services; the 
work of production is concentrated on a few objects and 
those who conduct the indispensable industries and supply 
the indispensable services reap a rich reward. But it is the 
^ of the spendthrift buying luxuries out of capital. 
Feverish activity is followed by acute depression as 
certemly as day is followed by night; not because com- 
inodities are no longer required, but because the demand for 
t em is not ‘effective’, liecause prices measured in the inflated 
currency , incidental to a war waged on credit, are so high 
M to check cffMtive demand, and becau.se capital, depleted 
oy war expenditure, is scarce and dear. 

At this point, however, a contrailiction obtrudes itself, 
capital 18 dear ; yet money is so abundant as to Ix! almost 
valueless. The rate of investment iqjorest is bigh;»wliilc 
diTOunts and ronsequently interest on short leans are low. 

This contradiction may endure for a season, but in the loniP 
J^will certqjnly be corrected. ‘Short’ money is cheap 
because trade is stagnant and. conse()uently, there is little 
demand for money. Even permanent investments are in 
the long run affected by the same conditions, but naturally 
price responds to them less quickly. Moreover; the 
othw element in interegt, the aemuneration not for capital, 
but for risk, becomes powerfully pperaftive when finanw and 
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commerce have alike suffered recent distorbasoe and lum 
not had time to recover a stable equilibriom. Hie 
economist, taking long views, need not, however, pay undue 
attention to abnormal conditions. 

A final question remains : whether interest is a natural 
product, or a monstrosity ; whether it can be justified at all 
either on economic or ethical grounds ? 

To the socialist who regards labour as the sole source of 
wealth the commercial interest of to-day is not less 
anathema than was ' usury ’ to the mediaeval churchman. 
That the capitalist should appropriate in the form of 
interest any portion of the total product of industry is 
a denial of tlie just claims of lal>our, in sliort is mere 
robl>ery. A simple illustration will, however, demonstrate 
the fallacy involved in tliis view. A dozen lx)ttle8 of port 
wine of a gcxxl hut recent vintage may be purchased to-day 
for 608. and deposited in a cellar. In ten years’ time the 
wine will probably he worth lOOs. No lal)Our whatever is 
involved, the increment of value is duo simply to the efflux 
of time. Is it, therefore, unearned? Not at all: the 
possessor of the GOs. might have preferred to purchase COs. 
worth of lioer or milk for immediate consumption. He 
delilKjrately prefers an investment in port wine. Is he not, 
on every ground, entitled to compensation for abstaining 
from the immediate gratification of his appetite ? Mean- 
while, his 608. may he many times turiMjd over by the 
owner of the vineyard, and the rfiitcnnediate traders, as 
indeed it would have been had it been paid to the brewer 
or the farmer. 

Call it then he 8ai(] that the GOs. has in ten years’ time 
produml an 'additional 408.? Such a proposition is denied 
'‘by Bdhm-llawerk, the great Austrian Economist whose 
work on Capital and Intered^ is very ^idely accepted 
as authoritative. Bdhm-Bawerk characterized this theory 
of interest as the ‘ naive-productivity ’ theory, and Smart 
points out the fallacy of supposing that interest represents 
payment for tlie ‘ use ’ of capital ‘ The true nature of the 

Viexma, 1884. English iranejation Smart, London, 1890. Ct 
alto bii Po$itiv€ Theory 1888. 
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htm traoflftdion is*, he says, *not that in it we get the use 
ol capital and retom it deteriorated, but that we get the 
capital itself, and consume it, and pay for it by a new sum 
of value which somehow includes interest/ ' 

Rejecting, then, also the socialist theory that interest is 
mere robbery, and the ‘ abstinence ' theory, Bohm-Bawerk 
is thrown back on the idea adumbrated by Stanley 
Jevons in 1871 : ‘ Tlie single and all-important function of 
capital is’, he said, ‘to enable the lalK)urer to await the 
result of any long-lasting work— to put an interval between 
the beginning and the end of an enteiprise/ As Oide 
tersely expresses it : ‘ interest is the price (ft time Or we 
may say with Smart : ‘ Interest is a premium paid to those 
who do not present their claims on scxriety in the present. 
The essence of interest, in short, is Discount. Thus to 
Bohm-Bawerk interest is nothing more nor less than 
a particular case of value the element which seems to 
him to * involve the whole truth is the influence of time on 
the human valuation of goods 
We conclude, th^, that, commercially, interest is justified, 
since it represents the price of an arrangement mutually 
convenient to Ixjrrower and lender : the lender Ijeing willing 
to postpone the satisfaction presumably derivable from the 
immediate expenditure of money, and prefemng a relatively 
small income, obtained with a minimum of risk and personal 
exertion, to £f larger income derived from the employment 
of his own capital in n business, conducted by himself ; the 
borrower, possessing — it may be — little or no money, but 
brains, energy, and a spirit of adventure. Equally is 
interest morally justified, since «io far from Heing the 
monstrous progeny of an unnatural unibn it is merely 
a particular illustration of the general law of time-valuer 
There would seem, theh, to be no reason why conscience 
should disturb the satisfaction derived from a bargain, 
mutually advantageous to tbe^ parties directly concerned, 
and not less calculated to confer conspicuous benefits upon 
the community. 

^ Introduction toliiB tnupdation qf Bobm-Baw^rk, n. xiv. 

• Cf. infra, c. xii. » p. 428, 
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THE PRICE OF BRAINS 

'The revenue derived from . . . stock by the person who manages 
or employs it is called profit; that derived from it by the person 
who does not employ it himself but lends it to another is called 
interest . . ‘As the usual market rate of interest varies ... the 
ordinary profits ST stock must vary with it ; must sink as it sinks, 
and rise as it rises . . . High wages of labour and high profits of 
stock, however, are things which scarce ever go together, except in the 
^culiar circumstances of new colonies.— Adam Smith (1776), pp. 22, 

‘ In all countries and at all times profits depend on the quantity 
of labour requisite to provide necessaries for the labourers, on that 
land or with that capital which yields no rent.— Ricardo, h^'nciples 
(1817), p. 133 (2nd ed.). 

‘ Profits depend on . . . the cost of labour.’™ J. S. Mill (1848). 

‘Profits . . . being a species of the same genus (as rent) do not form 
a part of the products of industry, and do not cause any diminution of 
the wages of labour.*— P. A. Walesr (188G). 

' Profit is the excess of sale price over cost price ’ and ‘ takes the 
form of remuneration for the labours of coordination, manage- 
ment, and the finding of markets, and compensation for risk.’ — Gide 
(1888). 


F 


^BOM the analysis of interest it is an easy and natural 
transition to the analysis of profits. The older 
economists were indeed, as wfc have seen, not suffi- 
ciently careful to discriminate between these two shares in 
the total product of industry. Yet we must not take over- 
much credit to ourselvei- for the insistence, now general, on 
the distinction ’ between them, since economic theory has 
done little more than reflect the change which has come 
over industrial practice. Current 'phrases sueb^as ‘ the rela- 
tions of Capital and Labour ’ recall the error, and ought to 
be discarded ; the mtore so as they tend not only to suggest 
an erroneous and obsolete view of industrial organization, 
but embitter relations between economic classes. Eoonomie 
Theory (las made no more iihportan/i contribution to the 
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mm of indosirial hanoony than by ita insutenoe upon 
tlds more rigorous and more scientific analysis of *groes 
profits *, and upon the important service rendered to industry, 
and consequently to the community at large, by the skilful 
and enterprising organizers of business. 

To the share of the total product of industry which is 
appropriated by this economic class the term Profits is now 
confined. 

Adam Smith, in this as in so many other matters, got Adam 
a good deal nearer the truth than many of his successors. * 
Yet his treatment of the subject is sadly lacking in lucidity (1776). 
and indeed in consistency. Nevertheless he does dis- 
criminate between the revenue derived from ‘ stock ’ by the 
person who personally manages and employs it, and that 
obtained by the mere lender of capital. The former he 
describes as profit, the latter as interest. Still, it is plainly 
of interest much more than of profit that he is throughout 
thinking. Thus he maintains that a fall in the rate of 
profit is the natural effect of trade prosperity ‘or of 
a greater stocic bein^ employed in’ trade than before; 
this is clearly true of interest, but not of profit. Nor is it 
true, as both Adam Smith and Mill insist, that profits ‘ tend 
to a minimum ’ ; although interest does. Again : the ‘ agree- 
ableness or diaagreeableness of the employment ’ may well 
affect profits ; it cannot affect interest, 

Ricardo weitt wider from the mark than Adam Smith, Ricardo 
an aberration the more remarkable in view of the facts 
that he was himself a professional financier, and that his 
main contribution to the development of Economic Theory 
was a particularly luminous analysis of rent. For profit 
is, as Walker has taught us, only another species of the 
same genus as rent. Tlie productivity of capital waff 
assumed by fticardo to lx? the s&wrce of profit, while the 
raU of profit was declared to l>e dependent upon the rate 
of wages. For ‘ wages ' in this context Mill astutely sub- 
sUtuted * the cost of labour ’, and so took most of the social 


sting out of the proposition, and at the same time brought 
it somewhat nearer to*^ruth. 
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^ interest ; insurance, or ocwpwisation for risk ; and 

tion for assiduity 9ud skiU in the management of business 
or the wages of superintendence. These different com- 
pensations might be paid, as he said, to different persons, 
but it was the underlying (though not necessary) assump- 
tion of his theory of profits that all three went, as a rule 
to the same person; as indeed, in Mill’s time, they did. 
Thus he was perfectly accurate in saying : ‘ The control of 
the operations of industry usually Iblongs to the person 
who supplies the whole or the greatest part of the funds 
by which thej^are carried on, and who, according to the 
ordinary arrangement is either alone interested, or is the 
person most interested (at least directly) in the result.* ' 

The minimum rate of profit must be enough (apart from 
transitory and exceptional conditions) to afford an equivalent 
for the abstinence, risk, and exertion implied in the employ- 
ment of capital The minimum will vary greatly from 
time to time and place to place in accordance with the 
variations in the rate of interest apd the security of 
property. In different employments it will vary according 
to the risks involved, to the social consideration attaching 
to the particular employment, and to the skill demanded 
from the ‘undertaker*. Yet, in the long run, the rate of 
profits tends to an equality in different employments, since 
capital will bo gradually withdrawn from the less and 
attracted to the more remunerative \3mpl0yments. 

Two other points are emphasized by Mill: that profits 
do not depend upon prices, but do depend (as we have seen) 
upon the ‘cost of labour’; ‘cost’ being, in its turn, 
a function of Ihree variables : the efficiency of labour ; the 
real reward or wages of the labourer ; and the greater or 
leas cost at which the articles composing that real reward 
can be produced or procured. 

jr«Ton 8 It is mainly on* these two latter points that modem 
Swmwli? economists have directed their critical batteries. Mill’s 
( 1888 ). 


J^ncipks (ed? Ashley VP* ^ 06 . 
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MioliireaiiAlTsa^thonghe^ byoontemporuyfaioto, 
it philoBophieally the less defepible as the (^man 
^OQDomist F. B. W. von Hermann nad iii his Staatemrih^ 
Hche^iohe UTUerev/ckungen,^ published as far back as 1882 , 
clearly explained that the gains of the business undertaker 
included a reward for (i) combining the factors of produc- 
tion; (ii) business policy and plans; (iii) exceptional 
organizing and managing capacity ; (iv) guaranteeing a fixed 
rate of interest to the capitalist, although his own gains 
depended on fluctuating prices. Four yeari later, Nassau 
William Senior,* also, had, by his theories of Interest and 
Value, thrown out hints which a mind so ^ute as Mill's 
might have been expected to seize upon and develop into 
a theory of profits not very remote from that propounded 
by modem economists. 

Of this theory the essential features are : (i) the complete 
discrimination between ‘profits’ and ‘interest’; (ii) the 
elaboration of an analogy between profits and rent ; (iii) the 
absolute repudijMion of a ratio between profits and wages; 
and (iv) the empliasig laid upon the exceptional abilities of 
the entrepreneur or business manager as the chief deter- 
minant of the rate of profits. 

For the presentation and popularization of this theory P. A. 
the American School of Economists is entitled to the 
chief credit. Walker, in particular, propounds it with 
characteristic hicidity. Just as rent arises from the 
dificrenco between the fc^ility of any given unit of land and 
the worst land under cultivation for the same market at the 
same time, so the source of profits is to be found in the 
superior ability of any given entrepreneur as compart with 
that of his least able competitor who is just able to survive. 

The latter represents a marginal or ‘no profits’ line, just as 
there is land cinder cultivation which pays no economic 
rent. The inferior employer will, it is assumed, pay rent, 
interest, and wages on the same scale as his more able cora- 

* Quoted by Haney, History of Economic Thought, p. 511. 

* Tolitkal Economy \i836). * 
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petitors, bat after the payment of these no sm^diu ramabtiL 
He supplies the ' no profits * line, from which the profits of 
the profit-earning concerns are measured upwards. The 
assumption of a ‘ no-profits ’ line has been sharply criticized, 
but the facts of industrial life painfully co*nfirm the accuracy 
of Walker’s diagnosis. There is not an industrial centre in 
England which cannot afford an example of two concerns, 
engaged in the same trade ; supplying the same market ; 
enjoying equal advantage as to location, skilled labour, and 
so forth ; paying identical rates of wages and interest ; 
charging an identical price for their products, and differing 
only in this-^;hat the one pays a large dividend, and the 
other a smaller one or none. The sole explanation of the 
difference is found in the contrasted business abilities of 
the two entrepreneurs or two boards of directors. If the 
successful business is a private concern, or if the directors 
are the owners of all the ordinary share capital, the whole 
of the net profits accrue naturally to them. If it is a Joint 
Stock Company of the usual type the ‘profits’ go in the 
form of dividend to the ordinary shareholders who have 
contributed to the concern nothing but capital. 

Are they entitled to them ? It is plain that, although 
they have only supplied capital, they are receiving some- 
thing more than ‘interest’, the proper remuneration of 
capital. Interest at a fixed rate may be paid, as we have 
seen, to debenture holders and preference shareholders who 
presumably prefer security to spetulation— the reasonable 
certainty of a relatively small but safe income to the chance 
of a larger one. 

In this preference lies the justification of the addition of 
profits to the interest paid to 'ordinary' shareholders. 
'They might just as well have supplied capital, they pro- 
bably did supply it, to compan}’^' A which hi a ‘ no-profits ’ 
concern, as to company ‘ B which pays 10 or 20 per cent. 
Be it remarked in passing that the number of joint-stock 
companies which pay even 10 per cent is very small. In 
a list of about 700 such companies I find only about three. 
It is notorious that many private concerns which to their 
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CV^iiia} {»t3pri6t(^ may have retorned 20 or 80 per cent 
make a very different .show after their conversion into 
limited-liability companies. Nor are the reasomi obscure. 

Not infrequently the companies are over-capitalized ; a busi* 
neas which has returned 20 per cent on a private capital of 
£100,000 may very well fail to return 5 per cent on 
a capital of £500,000. More often they lose the momentum 
derived from the energy of an exceptionally good entre- 
preneur who has ‘ made ’ the business. A salaried managing 
director, however zealous and capable, differs nevertheless 
from a proprietor. Apart from his own salary, which 
is, of course, a charge upon groas profits, expanses are apt 
to increase. Wages and salaries may not be at a higher 
rate, but more people are employed for the same job. Even 
bonuses and commissions are no effective substitute for the 
‘ master’s eye The original momentum may last for a time, 
but it tends to exhaust itself, and with its exhaustion net 
profits tend to dwindle. 

The verj^ few large dividends paid to the ordinary share- ProSu 
holders in industrial and commercial companies must, there- 
fore, be regarded as compensation for exceptional risks, not 
necessarily risks incurred in thoscj particular companies, 
but in the whole field of industrial investment. The average 
return on such investments is indeed ver}^ modest; smaller, 
probably, than that on the preference shares of th(i same 
concerns. All business must bo, in less or greater degree, 
speculative. Large profits in one year are only too likely 
to be followed by small profits or oven by a hxss in other 
years. Consequently’, well-managed companies show an 
increasing tendency to place large .suias to rcser\' ; funds, 
or even to a special fund for the equalization of divi- 
dends. In the large-scale businesses of to-day. engaged 
in world -comm^ce, buying,* say, in Virginia, selling in 
Japan, everything depends upon the skill of the entre- 
preneur. It is small wonder, therefore, that, to exceptional 
men, salaries, which to the ordinary man seem extravagant, 
should be paid. That it pays to pay for brains is a business 
maxim increasingly impwwd upon those who, as directors 
10 
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of indnstrial concerns, are responsible to a large nomber of 
small capitalists. 

The maxim, current in business circles, affords a remark* 
able confirmation of the accuracy of the analysis supplied 
by modern Economic Theory. The net profit, be it large 
or small, represents and rightly rewards the differential 
skill of the entrepreneur — the person who ‘runs* the 
concern. 

Pwfltf, It follows that neither the wage-earner nor the consumer 
has any claim, economic or ethical, to any portion of this 
net profit. J^hidem theory teaches that ‘ profits ’ are not 
an element in price, nor a deduction from wages. We have 
already demonstrated the truth that agricultural rent does 
not enter into the price of wheat; nor does its pa 3 nnent 
involve n diminution in agricultural wages. If profits be 
a species of the same genua as rent, there is no reason why 
the exceptional reward of exceptional business ability 
should increase the price, say, of a steam-engine or a pair of 
gloves, any more than that wheat grown on an exception- 
ally good farm, rented at £2 an acre, should command 
a higher price in the Oxford market than wheat from land 
let at lOs. or from ‘no-rent’ land. Nor will the labourer 
on the latter farms expect to receive a lower wage than the 
lal)ouror on the former. Why should he ? 

This subject will demand more detailed consideration in 
the next chapter. Meantime it may be admitted that the 
saying is a liard one. Equity seems to suggest that the 
business which is making big profits ought to pay higher 
wages than the concern which can only just make both 
ends meet. If it caivibe shown that the efficiency of labour 
has contributed to the high profits, then the claim of labour 
to a share of them is unanswerable. But would labour be 
willing to accept responsibility for the mea^ye results of the 
less prosperous concern 1 * ‘ The employer ’, said a French 
patron, ‘ owes to the worker more than his wage.’ Assuming 
that to be sound Economics as well as sound Ethics, is the 


* Cf. tnfra, c. jd. 
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eoAvme trael The answers to these questions 

belong properly to the next chapter. 

It is, however, a pertinent question whether the problems 
arising from the position of the entrepreneur should not be 
similarly deferred. Under the existing type of business 
organization what are the directors and organizing- 
directors but salaried officei*8 remunerated by fixed wages ? 
Does their rate of remuneration oWy the - of profits or 
the law of wages? Directors are, imleed, invariably 
qualified for that position by the Sliding of shares, though 
the qualification is often little more tlian nonynal ; but, be 
that as it may, they are essentially tnistecs their fellow 
shareholders elected to look aftor their interests. Asa rule 
their remuneration as directors bears only a small proportion 
to their interest in the profits of the concern they direct. 
With the managing director or general manager it is usually 
otherwise. He is essentially a salaried ofiicial, though 
incidentally he may also Ik* a shareholder. 

This being so, is there any reason why };<» should .serve 
a board of directors rather than a govenunent depart- 
ment? In plainer English, is there any economic reason 
against the nationalization of iiuiustry ? That (juestion has 
already been considered in another connexion. Here it is 
only pertinent to remark that the reasons which operate in 
favour of the 8Ucce.sR of tlie private concern as against the 
joint-stock company w'ould seem to Ikj valid a forimrl 
in favour of the limited company against the govern- 
ment department. The general managers of the great 
railway companies rendered to the State notable service 
during the war. Nothing could hav<* exceeded heir* zeal, 
nor, from the point of view of the conduct of the war, 
their success. It must be remem bereii, however, that, 
although they ^ere virtually civil servants for the time 
being, they had been selected for tlieir responsible posts 
neither by examination nor by govemmeni patronage, but 
by boards of directors; that their success was measured 
solely by the efficiency of their contribution to a supreme 
end; and that they byl to coftsider neither econoiqy of 
10 * 
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administration nor public convenience. No ai^grameiit of 
permanent validity can be drawn firom this temporaiy 
experiment, although customers and shareholders may be 
quick to do so. If they do, the conclusion is not likely to 
1 ^ favourable to its prolongation. * 

There would seem, however, to be every reason, from the 
point of view of the practical organization of business, why 
the actual director or manager should be, in some measure 
at least, a real entrepreneur and not a mere wage-earner. 
The next chapter will show that the argument might 
perhaps be grossed further. Meanwhile, we see that of 
Mill’s three ellments in ‘ profits ’ the first has been elimin- 
ated by the isolation of interest ; the third seems likely to 
be eliminated by the very general substitution of a wage- 
paid superintendent or director for the undertaker; and 
there remains, therefore, only the intermediate element — 
compensation for the risk of the loss of capital. 

Is this sufficient to justify * profits ’ 1 The answer would 
seem to depend largely on an actuarial calculation, and 
such a calculation would not only be ^singularly interesting 
and helpful in itself, but would, we may surmise, reveal the 
fact that on the average the remuneration is not excessive. 
A simple test may be applied. If it were, excessive capital 
would rapidly be transferred from the less to the more 
remunerative investments, thus equalizing the reward. 
President Hadley, writing from American •experience, tells 
that at a time when interest rates in one of the leading north- 
western states (of the United States) were quoted in the 
eastern market at 7 per cent, he took pains to inquire 
of conservative local bankers what were the actual rates 
which persons in that locality felt they could safely 
command. He found that such loans ran at 6 per cent or 
less. ‘The difference of l*per cent ^as offered the 
eastern investor as an 1080111006 against risk. How miser- 
ably inadequate *ii was for the purpose was seen in the 
collapse two or three years later of the security for a large 
number of these 7 per cent loans.’* The same writer 

Ec<momict, p. 
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makm the perUnent dbaervation that it is a common mis- 
take, in treating of the relation of business risk and busi- 
nees profit, to assume that * profits are an amount paid to 
the individual capitalist to cover his loss. Far from it. 

They are paid to capitalists as a class for protecting the 
public against Us risk of loss. They are charges which the 
capitalists make, not for insuring themselves, but for 
insuring society against tlie losses incident to industrial 
experiment and industrial progress.’ ' 

Risk, however, is an element in the employment of Punotioni 
capital in industry. It claims its due reward. But we are tro^***' 
here concerned mainly with the function^ of the entre- 
preneur and the reward due to him. For the business man 
of exceptional ability hardly any material reward can, 
under the conditions of modern industry, l)e extravagant ; 
and not capital only but lal>our should, each in its several 
interest, be anxious to employ the highest obtainable skill 
for the conduct of the industry on which the prosperity, and 
it may be the livelihood, of both classes dcj>end. 

The salaries now obtained by eminent business organizers 
are startling to those who do not realize the changed condi- 
tions of modem industry, but they prove that those who 
have the control of capihil are awakening to the supremely 
important part played by ‘ management ’. Lalx>ur, naturally 
enough, has l>een less quick to apprehend this truth. Yet, 
if labour really understood its own interests, it would be 
lavish in the remuneration of management, and would do its 
utmost to encourage the accumulation of capital. 

Should the democratization of industry, so ardently 
desired by lalwur, ever be attained, labour will h-ive Ub hire 
both capital and brains. The larger the accumulation of 
capital, and the better the security offered for the loan of it, 
the cheaper will be the pwee at which it can be hired. 
Exceptional ability will never Imj cheap. When, if ever, 
ability becomes cheap, it will cease to be exceptional. So 
long as it is exceptional it will command a high price and 
wise men will prolmbly I'egard it as cheap at any price. 

• ' 289. 
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They know that whether the remuneration takes the hmn 

of profiteer of Wj^es it pays to pay for brains. ^ 

If, as already hinted, these truths are at present hidden 
from the eyes of those who speak for the manual workw^ 
it 18 chiefly because they are dazzleS by the specious 
‘doctrine of surplus value*, as elaborated by Karl Marx. 
Not that Marx was the first to enunciate it. As far back 
as 1824, William Thompson published An iTiquiry into th 
Principles of the Distribution of Wealth most Conducive to 
Human Happiness, in which he maintained the thesis that, 
as all value was due to labour, labour was entitled to the 
whole product, though in practice labour obtained a bare 
subsistence, while the whole of the product above that line 
was absorbed by rent and profits. This idea was developed 
in France by Proudhon and in Germany by Rodbertus, but 
it was Karl Marx who not only elaborated the doctrine but 
gave to it a momentum which has caused his work Das 
KapitaP to be designated and accepted as the ‘bible of 
scientific socialism 

The Marxian theory of value will demand more detailed 
examination in a later chapter.' Here it must suffice to 
point out that in relation to ‘ Profits ’ the thesis which 
forms the ground-basis of Capital is identical with that 
maintained half a century earlier by Thompson: All 
wealth is produced by labour, therefore to the labourer all 
wealth is due. Capital is in reality only labour in an 
externalized and permanent foriik ‘ The returns to capital 
out of which great private fortunes are amassed only yield 
such great accumulation and superfluity because the wage- 
labotirer receives in pioney- wages less than the full value of 
the produce of his work, l>eing compelled (by the cast-iron 
conditions of the existing industrial organization) to let the 
surplus-value daily fall to the share 0 / the capitalist's 
profits. The worker receives in wages, on an average, not 
the full productive value of his day’s work, but very much 


^ Vol. I was published in 1867, the second and thitd being com- 
pleted after Marx's death (1883) by Friedrich Engels. Vol. II (18^), 
III, 1^94. ‘ 
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l6«--4n fact the bare necessarira Whatever he may 

prodace beyond these necessaries the capitalist pockets. 
Thus the 6urplus>valne is absorbed in daily driblets by the 
great sponge of capital, constitutes the profits of the 
capitalist, and forma eventually an accumulation of 
capital. ... So there goes on under the mask of a wage- 
system, the daily and hourly exploitation of the wage- 
earners, and capital becomes a vampire, a money-grabber, 
and a thief’— but, as Marx admits, the capitalist is an 
iimocent thief, being himself merely a cog in the cruel, 
unjust, inexorable industrial machine.* 

The Marxian analysis is evidently contradictory to that 
set forth in the foregoing panigraphs. YA the contradic- 
tion is not incaj)able of at legist partial reconciliation, if the 
Marxians are willing to include every fonn of labour — 
directive and intellectual as well as manual — under the 
term ‘labour’. Even then, interest would be entitled to 
deduct i<-8 appropriate share of the total pnxiuct ; so also 
would rent; nor could the element of insurance against 
risk he ignore i. The Marxian theory a.s it sttinds is both 
inaccurate and inadequate ; ridiculously inadequate if 
‘ labour ’ be interpreted in the narrower sense. If, however^ 
the function of brain- lalxjur received proper recognition the 
distance between the sociali-stic and the orthodox economic 
doctrines would be substantially abridged. Insurance for 
risk being accepted as an clement in the remuneration for 
capital, profits in the narrower sense might be altogether 
eliminated. 7’ho ‘ director ’ would, like the manual worker, 
receive his ‘ wages and any surplus might be divided 
between them, in a proportion calculated as nicely ^ might 
be, with reference to their rcspectfvc contributions to the 
total product. Such a division is, in fact, at the root of the^ 
various schemes of ‘ profij ’ or ‘ prosperity -sharing ' which 
are advocatea in many quarters and in some have been 
successfully adopted. But we are already encroaching upon 
the subject of the next chapter. 

* Cp. Schafiie, Qninieti»enfe of SociaHsm^ pp. 25-8. 
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THE SHARE OF THE WAGE-EARNEB 

‘ It is precisely because it is theoretically insoluble that the wage 
problem is a source of perpetual conflict.’~6iDE. 

‘The difficulties of determining a just wage are so great that the 
temptation is overwhelming to ascertain what labour is worth by 
the easy way of ascertaining what labour will take.’— William 
Smart. 

‘No workman ifCan permanently get what he considers a living 
wage, unless the value of the work which he does covers the cost 
of his standard of living. Wages merely represent an exchange 
of services.’— Harold Cox. 

‘ The fundamental wage, or the wage of unskilled labour, should 
be a living wage — that is, a wage suitable to the development of the 
physical, moral, and intellectual attributes of the citizens of a 
free country. But it must be recognized that the degree to which 
this ideal can be attained must depend on the skill and endeavour 
of the people. ... It is idle to hope that the living wage can be 
based permanently on any given standard of civilization; it is 
i)ound to fluctuate at different periods and will depend largely on 
whether the industries of a country ve progressive, stagnant, or 
retrogressive.’— W. L. Hichens. 

I N the modem industrialized State the great mass of 
the people arc dependent for the means of livelihood 
u|X)n wages received from an employer. The propor- 
tion varies in different countries. In Fran«e, for example, 
it is smaller than in England, In the United Kingdom 
there were in 1911 15,460,000 out of a population of 
45,370,530, or roughly onc-third ; in France alxiut 10,000,000 
out oft 39,000,000, or ^rather more than one- fourth. But 
it is everywhere large. There can, therefore, be no part of 
economic theory of more general or vital interest than that 
which seeks to ascertain and fownulaie the laws governing 
the sliare of the total product of industry obtainable by the 
wage-earner. 

The actual wage-bill in the United Kingdom in 1911 was 
variously esthnated at from £780 millions to £880 millions 
out of a total income of abou^/ £2,00Q000,000. 
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How is that share determined 1 To answer that ques- 
tion is to ascertain and state the economic theory of wages. 

Is the principle of distribution just ? If not, can means 
be found to counteract the operation of the law? This 
is the practical problem of wage-adjustment. 

Neither problem, the theoretic or the practical, emerges 
in a primitive society, ‘In that original state of 
things writes Adam Smith in a famous ptussage, ‘ which 
precedes both the appropriation of land and the accumula- 
tion of stock the whole produce of lal>our l)elongs to the 
labourer.’ * This was what Adam Smith meant by the 
statement, frequently misunderstood, that# ‘ the produce 
of labour constitutes the luitural recompense or wages 
of labour Little progress can Ije made, however, nor will 
the total produce be otherwise than meagre, unless and 
until stock is accumulated to assist future production. 
But directly that takes phvee the primitive savage ought, 
if he kept accounts, to charge himself with interest. 

Nor does tlw problem arise so long as manual labour 
is mostly supplied )>y slaves, or by serfs, nor when the 
social organization is communistic, nor when each family or 
household is self-sufficing. Wages are in fact the result of 
a bargain l)etween two free men, each of w'hom wants 
something which the other can supply, ' What are the 
common wages of lalxiur depends everywhere ’, writes Adam 
Smith, ‘ upon .^Iie contract u.sually made between two 
parties whose interests are by no means the same.’ ^ His- 
torically the wage-.system began to emerge in rural 
Elngland with the dissolution of the manorial organization ; 
in the towns with the break-up yf the gild^. In the 
feudal manor there was neither rent nor wages; the 
organization was based not upon contract but on status : 
in the gild-organization th^ journeymen received wages 
from their masters, but the relation between tlicm was, 
not one of free contract; the rate of remuneration was 
fixed by the gild, as were the conditions of service and 
employment. 

’ Op, cit., Bk. I ; c. A’s init. 
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The English villein achieved his freedom oentories before 
the continental serfs: the wage-system was at once the 
sign manual of the social emancipation of the villein and 
the price he paid for it ; he gained his freedom but he loet 
his land. 

This premature emancipation of the English peasantry 
and their divorce from the soil compelled the intervention 
of the State. Feudalism and pauperism are mutually 
exclusive : the manorial system, whatever its social short- 
comings, did at least provide against destitution. Its pre- 
mature disintegration in England gave rise to the closely 
interdependei^ problems of vagrancy, pauperism, and un- 
employment. The villeins, taking advantage, very naturally, 
of the labour shortage caused by the Great Plague of 1349, 
successfully asserted their right to make the best economic 
use of their labour. They had their appropriate reward : 
the ensuing century has been described, not without war- 
rant, as the ‘ golden age of English labour In a spirit 
anticipatory of Tudor paternalism the King issued in 1349, 
the Ordimnce of Labourers and ^in 1351 Parliament 
followed suit with the Statute of^La^rers, The object of 
both was to arrest the economic tendency : to prevent the 
payment or receipt of ‘ excessive wages ’ and to oblige those 
to work who were ‘ willing to beg in idleness rather than 
by labour to get their living ’. Alms to the able-bodied 
were forbidden, and labourers were ordered to accept 
service at the rates customary before the dislocation caused 
by the plague. The Statute was re-enacted, with increas- 
ing penalties for disobedience, no less than ten times before 
the rtiiddle of the ^fteenth century. But the effort was 
wholly futile. As almost always happens when legisla- 
tion puts itself in conflict with economic law, the latter 
won. The labourer responcted to the challenge of the 
Legislature in the insurrection led by Wat the Tyler in 
1881, and successfully asserted his right to sell his labour 
to the highest bidder; but he bequeathed to posterity a 
landless proletariat. 

Premature personal freedom i^gat the problem of 
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pftuperiBm. The Statute of 1888 contains the genns of 
all the subeequent Poor Law legislation: the principle 
ol * settlement ’ ; the prohibition of vagrancy and begging ; 
the distinction between the able«bodied and those ‘ unable 
to serve * ; the jurisdiction of the Justice of the Peace — all 
are here ; but there is no hint as yet that the State must 
relieve distress. 

The crisis of the fourteenth century recurred with in- 
tensihed severity in the sixteenth.* and tlie Tudor states- 
men showed characteristic courage in confronting it. 
Agriculture had now Inicome a commercial enterprise 
and the gilds had gone the way of the ^manors. There 
were other factore as well : notably the debasement 
and depreciation of the currency. Out of a maas of 
remedial legislation two statutes stand out pre-eminent ; 
the Statute of Artificers (1503) and the Poor Law of 1601. 
The former was nothing loss than a complete labour code 
which attempted to fix a scale of prices, to compensate for 
the decadence of the gilds by enforcing a uniform system 
of apprenticesOips, and, from our present standpoint mast 
important of all, to secure to the lalKmrer a minimum wage 
and regular employment. Under tlie Poor Law of 1601 
the State for the first time accepted a vast and direct 
responsibility for the maintenance of all such citizens as 
could not or would not maintain them.selves. The ‘ lusty 
and able of l^ody ’ were to be ‘ set on work ’ ; the imjx)tent 
poor to be relieved; the children to be apprenticed to 
trades. 

The State, therefore, was grappling energetically, if not 
wholly successfully, with the practical problems of employ- 
ment and wages ; but the economists had not a.s yet made 
any attempt to formulate a theory of wages, or to analyse 
the laws which govern th/ labourer’s share in the product 
of industry. 

Adam Smith deals with the problem with characteristic 
robustness, objectivity, and common sense; but, though 
many of the doctrines elaborated by later economists are 
Cf. 9ufm, p. 32. 
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deducible from his disjointed statements, he himself ab» 
stains, perhaps prudently, from any attempt to weave 
them into a coherent and connected theory* Here, as else- 
where, he is the pioneer, cautiously feeling his way. He 
begins, however, as we have seen, with the elliptical and 
incautious statement that ‘ the produce of labour constitutes 
the natural wages of labour though he quickly corrects it 
by the assertion that wages everywhere depend upon a 
bargain between two parties ‘whose interests are by no 
means the same'.^ Perhaps the nearest approach to a 
definite theory is to be found in the statement that the 
wages ‘ of the viferior classes of workmen ’ are ‘ necessarily 
regulated by two different circumstances : the demand for 
labour, and the ordinary or average price of provisions 
The price of necessaries determines the minimum rate 
of wages : by ‘ necessaries ’ being understood ‘ whatever 
the custom of the country renders it indecent for creditable 
people, even of the lowest order, to be without’.* The 
‘ standard of comfort ' theory begins to emerge. 

The So also does the wages-fund theory. ‘ The demand for 

those who live by wages cannot increase but in proportion 
theory. to the increase of the funds which are destined to the pay- 
ment of wages.’ Nay more: it ‘ necessarily increases with 
the increase of the revenue and stock [elsewhere ‘ the 
national wealth ’] of every country and cannot possibly 
increase without it Malthus, Senior, and Mill had not 
far to go for the genesis of the doctrine they elaborated. 
Wages in England were, as Adam Smith conclusively 
showed, well al)Ove the mere subsistence level in his day ; 
but they tended to be ><till higher in countries which though 
less rich than England were developing even more rapidly ; 
as in the English colonies. The thing to be dreaded from 
the labourer’s jioint of view is'* the statioq^ state when 
the ‘ hands would naturally multiply beyond their employ- 
ment ’ and then ‘ the competition of the labourers and the 
interest of the masters would soon reduce [wages] to the 
lowest rate which is consistent with common humanity '. 

* Bk. V, c. ii, art. lii. ’^Bk. I, q ’ Ibid, 
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Still worse would their oonditicm be in a decaying country^ 
whm (and 'this perhaps is nearly the present state of 
Bengal ’) ' want, famine, and mortality * would prevail ' till 
the number of inhabitants in the country was reduced 
to what could easily be maintained by the revenue and 
stock which remained in it Again Malthas is implicit 
in Adam Smith. 

In Malthas, however, the wages-fund doctrine takes Malthut 
more definite shape. It was l)ased upon two tissuraptions, 
both of them seemingly justified by the’ circumstances of 
the day: first, that the total food/ produce of any given 
country is a rigidly fixed amount; and, secondly, that 
of the total produce a fixed proportion, no* less and no 
more, will go to the wage-earners.* Ricardo, though 
credited with the formulation of an ‘iron law of wages* 
did not hold that the wage-fund w'as rigidly fixed. The 
rate of wages, he held, was in inverse ratio to that of 
profits, but the lalwurers had it in their power, by raising 
the standard of comfort, to raise the minimum rate. ‘ The 
friends of humanity cannot but wdsh that in all countries 
the labouring classes sfiould have a taste for comforts and 
enjoyments, and that they should be stimulated by all legal 
means in their exertions to procure them. There cannot be 
a better security against a redundant population. In those 
countries where the labouring classes have the fewe.st 
wants, and are contented with the cheape.st food, the people 
are exposed to the greate.st vici.saitudes and miseries.'^ No 
modem socialist or trade unionist would quarrel with this 
view. 


James Mill, while adopting the pi^nciple of ♦he wages- 

ind Rn fur if oa trv r r i 


fund, SO far modified it as to substitute capital for food 
as the determinant of wages. ‘ Universally then we may 
affirm, other things remaining the same, that if the ratio 
which capital and population bear to one another remains 
the same, wages will remain the same; 'f the ratio which 


. S. Mill. 


‘ Ibid. 

• Cf.jK«wy on Population. Bk. Ill, c. v ; IV, c. iii. 
of the E»wiy wa« published in 1798. 

• Principln (1821), c. v. • 
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capital bears to population increaaes, wages will rise ; if tibe 
ratio which population bears to capital increases, wages 
will fall’ ^ Instead of * capital ’ Senior * speaks of ^e 
' fund for the maintenance of labour but he added nothing 
essential to the theory, the final statement of which is 
found in John Stuart Mill. The doctrine is set forth in its 
most precise form, not in the Principles, but in the article in 
the Fortnightly Review ^ containing Mill’s famous retracta- 
tion. ‘There is supposed to be, at any given instant, 
a sum of wealth, which is unconditionally devoted to the 
pa 3 mfient of wages of labour. This sum is not regarded as 
unalterable, for^ it is augmented by saving, and increases 
with the progress of wealth ; but it is reasoned upon as at 
any given moment a predetermined amount. More than 
that amount it is assumed that the wages-receiving class 
cannot possibly divide among them ; that amount, and no 
less, they cannot but obtain. So that the sum to be 
divided being fixed, the wages of each depend solely upon 
the divisor, the number of participants.’ 

Mill pleads guilty to having ‘ along with the world in 
general ’ accepted this theory ‘ wfthout the qualifications 
and limitations necessary to make it admissible ’. His con- 
version was effected partly by the practical demonstration 
afforded by the growing influence of trade unionism that 
wages could be raised by the action of trade combination, 
partly by the attack delivered upon tJie theory by 
F. D. Longe,* W. T. Thoniton,® and others. They denied 
the existence of any fixed fund destined for the payment of 
labour, apart from the produce of labour itself, and equally 
denied 4hat the labouring population of a country consti- 
tuted at any given time a ‘ supply of labour ’, to which the 
whole of such a fund must, under a system of competition, 
be unconditionally paid. \ 

The guns carried by Longe and Thornton were not very 

* Elt^nU of Politicai Economy <1821), c. ii, § 2. 

* 1880. » May 1869. 

* A Eefutation of the Wage-Fund 'fheory of Political Economy at 
enunciated \ty Mr. Mill, M.P., and Mr. Fawcett, M.P. (1866). 

* Labour, it» wrongful Claims ahd rightfyd Duet (1869). 
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faMUfjr, and the attaek was lately directed against a poei* 
tion which no one had maintained. Mill's precipitate 
retreat is, therefore, a little difficult to understand. 
Probably it was due less to a philosophical conversion than 
to his growing appreciation of the influence of trade 
unions and his increasing sympathy with ' labour ’. Be 
that as it may, Caimes was not deterred from a vigorous re- 
statement of the wages-fuud theory ^ : nor did Henry 
Fawcett, despite his general adherence to Mill, join him in 
his recantation. ‘ The reraunenition writes Fawcett, ‘ which 
is intended to l>e given to the lalourer is wipital ; therefore 
those only can exert a demand for labour who apply 
capital for the remuneration of lalour, and tlie greater the 
amount of capital to be applied in this manner the greater 
will be the demand for labour.’ ^ The fitatement is, perhaps, 
somewhat elliptical, but properly understood it would seem 
to express not only a truth but a truism. That wages are, 
if not ‘paid’, ut least advanced out of capital is surely 
undeniable; but it is essential to insist that tin* capital fund 
out of which tlu y are advanced, so far from being a fixed 
and predetermined ambtflit, is peculiarly elastic. Its amount 
depends partly on the effectiveness of the demand put 
forward by those who want commodities but cannot 
directly employ lalsjur ; partly on the prospects of remune- 
ration held out to the potential capitalist ; but largely also 
on the efficiency of labour itself, out of who.se product the 
fund is perennially renewed. 

Such a restatement would appear to reconcile all that 
was really essential in the theory of the wages-fund with 
the substance of the ‘ product ’ theory as expounded, with 
conspicuous ability by Francis A, Waflcer. 

In his treatise on The Wages QuestUni (1876) Walker put w,.iker»® 
forward an original theory 0 ^- wages, and further defined it 
in his Political Aroacuny (1883). He boldly denied that 
wages have any necessary relation to a csnital fund. The 
rate of wages, he argued, was determined not by the amount 

I Somf Leading Principles of Political Economy, Pt. II, § 1. 

• Manual (m edit), 139. 
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of capital at the command of the employer, bat by the yxo. 
ductivity of labour itself. Fortified by American experi- 
ence, he maintained that wages were not invariably 
advanced out of capital but were often actually paid out of 
the realized product. But even when they were advanced 
out of capital they were really paid out of the product. 
Nor does an increase of population — capital remaining 
stationary— necessarily involve a decrease in the rate of 
wages. On the contrary, it may conduce to such improve- 
ments in the division of labour and the union of forces in 
production as to increase the product and therefore raise 
the rate of wa^res without any increase of capital. Thus 
wages depend far less upon capital than upon the industrial 
quality of the wage-earner. But Walker’s most startling 
assertion was that the wage-earner is the residual claimant 
to the product of industry : that after the payment of rent, 
interest, and profits the residue goes and must go to the 
general body of wage-earners. Walker’s claim goes even 
farther : ‘ every invention in mechanics, every discovery in 
the chemical art . . . inures directly and immediately to 
their benefit ’. Thus the wage-eafners’ share is residual in 
the sense that ‘ even if any one or all of the other parties to 
production become so engaged in any given increase of the 
product as to become entitled to an enhanced share in its 
distribution, their shares still remain subject to determina- 
tion by positive reasons, while wages receive the benefit of 
all that is left over after the other *claimants are satisfied 
Whether we can accept Walker’s attractive theory in all 
its completeness and rigidity or no, this much of it is, as 
I haw already hint^ed, undeniable ; the amount of the 
aggregate fund out of which labour is remunerated is, 
in very large measuie, determined by the productivity of 
labour itself. The practical importance of the doctrine 
lies in this : that so far as this is the case labour has not 
merely a moral right to any surplus which can be shown to 
be due to its productivity, but under the operation of 


' FoUtical Economy, pp.£51, 253. 
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ecopotn fe law will be able to assert it !nie praeticd 
diffieolty evidently consists in precise discrimination : bat 
it is by no means hopeless to anticipate a considerable 
degree of approximation to this ideal analysis. 

In fact, the average wage per earner, in this country, 
increased, in the thirty-three years preceding the war, at 
almost exactly the same rate as the average of all incomes. 

It is true that in 1880 wjiges received 41^ per cent of the 
total national income (£465.000,000 out of £1,125,000,000) 
and in 1913 only 35 J per cent ; but the difference went not 
to the income-tax-paying claas but to the intermediate class 
of salaried and independent workers with l^ss than £160 
a year. ‘ Property ’ received 37 J per cent of the national 
income in 1880: ‘labour and services’ 62^ j>er cent, and 
the proportions were exactly mainUiined in 1913; though 
‘ property ’ obtained a diminishe<l share of the home pro- 
duct, and only maintained its proportion by an increased 
income from abroad. Manual laUmrers have Wen a dimi- 
nishing proport of the [K)pulation, bu< the work of 
direction, distribution, mid exchange has absorbed a larger 
proportion. This result Dr. Bowley ascribes partly to ‘ tlie 
increasing services of capital to production and partly to 
‘ the increased intelligence of laWur’.* 

The Jictual remuneration of hibour was not, however, Ethical 
satisfactory, and economists no less than moralists would 
gladly have seen it, if possible, increased. Nevertheless, the problem, 
economist is entitled to ask that the moralist, before utter- 
ing his shrill denunciation of the existing system, sliould W 
at pains both to ascertain the facts and to apprehend the 
operation of theoretical laws. The moralist, for jxaftiple, 
insists that wages sliould W a ‘ first charge ’ upon the pro- 
duct of industry. Is there any industry in which it is not ? 
Philosophically w§.ge8 may W the residual claimant to the 
ultimate surplus, but that does not imply that in practice 
wages are not a ‘firat charge'. Interest may fall into 
arrears, dividends may be passed, rent even may remain 
unpaid, but the ‘first charge’ is punctually levied, it is 
* Thi Change in th9 DistrilfUtJon of iHe National Income^ pp. lC-27, 
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advanced week by week, and whether the px)di]ot be 
ultimately realized at a profit, or a loss, or even if, owing 
for instance to a fire, it is actually destroyed before it can 
sold, the wage-earner has been clothed, fed, and housed out 
of — not the product of the week to week: labour — but the 
product of previous labour, accumulated and conserved by 
the help of capital. But by * first charges ’ the moralists 
mean, of course, something more than this. ‘ The first 
charge upon every industry should be the payment of 
a sufficient wage to enable the worker to maintain himself 
and his family in health and honour with such a margin 
of leisure as ^vill permit reasonable recreation and the 
development of mind and spirit \ and ‘ not only adequate 
payment during employment, but continuity of employ- 
ment Moreover : ‘ it is the duty of the nation to take 
without delay such steps as may be necessary to secure 
these objects *, and, ‘ the duty of Christian men and women 
to press ’ for them.^ 

All are agreed that these things are pre-eminently desir- 
able, and that it is a moral duty tq .strive for their accom- 
plishment. But if Walker and his school are right, as they 
would seem fundamcntolly to be; if the 'productivity' 
theory of wages be sound, these matters are largely (though 
not exclusively) in the hands of the wagt-eamers. Their 
best efforts may be, and sometimes are, impeded by un- 
skilful management, by the stupidity or ‘indolence of the 
entrepreneur, but the amount ‘of the wages-fund, and, 
therefore, the rate of wages, depends primarily upon the 
productivity of labour— in the widest connotation of that 
term! t 

Th# State The Christian socialists invoke the assistance of the State 

to Labour! ^ secure the objects which they, in common with others, 
desire. It has not been witMield. A prolonged series of 
Factory and Workshop Acts, Truck Acts, the Conciliation 
Act of 1896, the* Industrial Courts Act of 1919, and, from 
the present point of view most important of all, the Trade 
Boa^s Acts of 1909 and 1918 (not to mention many others) 
' Jrchbish<?ys Report, pp, 105, 75. 
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•nfflcttently teatify to the anxiety of the State to seeiure 
better conditions of work and a ‘just* wage for the manual 
workers. Nor must the fact be ignored that the State has 
shown its solicitude for their interests by providing out of 
general taxation or rates gnituitous education for the 
young and pensions for the aged, by contributing to sick- 
ness and uneiiiployinont insurance, and by compelling 
employers to pay compensiition for accidents. How far 
legislation of this eliaracter, involving high fixation and 
heavy rates to which the wage-eaniei’s tlu‘inselve8 con- 
tribute, is effectual in raising real wages may Ik? an open 
question, but evidently it p;*oves that the nocial conscience 
of the State is not dormant. 

The Trade Boards Acts represent an attempt to raise not 
real but nominal wages. According to a Rejx>rt i.ssuod by 
tlie Ministry of Reconstruction in 1919 the attempt would 
appear to have lioen successful. ‘The general effect of the 
Act luis been to niisc' wages, to stimulate orpinization on 
the part of emp^ yers and eni[)loyed, and to improve the 
efficiency of indii -try.^ It would appear that the genenil 
policy of the Trade Boards has Ix'en to e.stabli.sh a minimum 
wage as high ns the existing circumstances of the trade 
permit, and to raise the minima as more efficient niethods 
and more economical organization are introduced.' The 
same Rejwrt predicts that ‘ the (|ue.stion of wages will never 
be allowed to refuni to the position of ten years ago when 
the Goveniment had no •concern in it. A policy will be 
pursued of stimulating production and at the same time of 
securing to the worker a fair .share of the prcxluct.’ At 
the same time it prudently recalls the truth thai. ‘ wages, 
salaries, and incomes all depend finally on the total volume 
of the internal and external trade of the country, and the 
total income deri^d from it* * 

The policy of State regulation of wages must still be 
regarded as experimental, but the application of tlie principle 
has been rapidly extended. Under the Act of 1909 only four 
trades — ready-made and wholesale bespoke tailoring, paper 

^ 9 

' Recofistructio: Prvhhmn^ 19, pp. 3, 14. 
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box-making, chain-making, and machine-made lace a&di^ 
finishing— were affected. Under the Trade Boards Pro- 
visional Orders Confirmation Act of 1913 seven boards have 
been set up, and under the Act of 1 920 forty-eight. In all no 
fewer than 3,000,000 workpeople are now covered by the 
operations of trade lioards. Rates of wages fixed by them 
have legal force, failure to pay the rate is punishable by 
criminal procedure, and orders made under the Act apply 
statutorily to all finns engaged in tl^e trade. Despite the 
optimistic and ex-jMrte Report of the Ministry of Recon- 
struction, it would seem to lie premature to pronounce upon 
the scientific results of a very intAresting experiment. That 
economists must watch them closely, and with sympathy, 
goes without saying. 

The effect of StaU^ interference with hours and wages in 
the great staple industries, such as agriculture and coal- 
mining, and in the railway service is even more ambiguous. 
The Agricultural Wages Board set up under the ill-fated 
Corn Production Act of 1917 was alx)lished as from October 
1921, and the regulation of wages ij\,T?f)w left to conciliation 
committees composed of representatives of emplo 3 'era and 
employed. The wages of railway servants are determined 
by a National Wages Board set up under the Act of 1921, 
The coal mines, like the railways, passed under government 
control during the gi'eat war, and decontrol was in this case 
unhappily accompanied by great labour convulsions. Prob- 
ably in no other industry do wage^ bear so large a proportion 
to the total cost of proiluction, and the machinery for their 
adjustment is necessarily, therefore, l)oth elaborate and 
delicate. A principle has now (1922) Ijeen agreed which is 
applied by a National Board for the Coal Industry, and by 
District Boards which operate in each of the thirteen dis- 
tricts into which Great Britaifi is, for th\i purpose, divided. 
The wages are based upon the working results of the 
industry in each*district and are periodically readjusted. 

Joint la* Thus, in three great industries, two of which were 
actually nationalized during the war, while the third was 
specially protected and regulated by the State, wages are 
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ttow determined by boards representative of employers iwd 
employed. The building trade has its National Wages and 
Conditions Council ; the iron and steel industry has fourteen 
Conciliation, Arbitration, and Wages Boards, and there are 
now few important industries in which the principle of 
Joint Industrial Councils, on the lines suggested by the 
Whitley Committee, has not been accepted. Down to the 
end of 1920 seventy-three such councils had been estab- 
lished, covering, together with the interim industrial recon- 
struction committees, 8,500,000 workpeople. 

The State, while encouraging all these efforts for securing 
industrial hannony, take^no direct part, \^ith the excep- 
tions already noted, either in operating the machinery or 
enforcing the awards. Where, as in England, employers 
and employed are alike, for the most part, well organized 
and keenly alert, it is better so ; but the abnormal conditions 
induced by the war and by its cessation seemed to many to 
justify such a measure of interference as was embodied in 
the Industrial Courts Act, 1919. This Act empowered the 
Ministry of Labour tc^ employ three metlu) Is for the settle- 
ment of industrial disputes: (1) conciliation; (2) arbitra- 
tion; (3) investigation, or court of infjuiry. It further 
swept away all the elements of compulsion in arbitration 
which had been necessitated by war conditions, and set up 
a permanent Court of thirteen persons, engaged ‘ solely and 
exclusively in industrial arbitration Of the 914 cases of 
industrial disputes settl/^d, during the year 1920, by the 
several methods entrusted to the Ministry of Labour, 628 
were settled by arbitration and 286 by conciliation. Of the 
former, 540 were due to awards of tbp Industrial Court, 75 
of single arbitrators, and 15 of ad hw kjards of i rbitration.* 
Dr. Macnamara, a recent Minister of Labour, would seem, 
therefore, to have some ground for the optimistic view that 
there is emerging ‘ a change in the method of settling wage 
problems that is going to bear the happiect and most fruit- 
ful results in the future ’. 

That his prediction may be justified to the hilt will be 
* Gee, Indtiifnal Ydr Book, p. 68§. 
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the sincere hope of &11 persons of goodwill Bat the 
practical adjustment of wages disputes is one problem; 
the theoretical determination of the laws which define the 
limits within which such adjustments are possible is another. 
The distinction should be observed bothf by moralists and 
economists. It is vain either for the State or for philan- 
thropic individuals to attempt that which is economically 
impossible ; but economists on their part will be wise, in 
view of the development of economic thought on the sub- 
ject treated in this chapter, to bewf^fe of dogmatism. If, 
however, as I incline to believe, the theory propounded by 
Walker and Jejons is sound, optimism is justified by science. 
The increased productivity of labour will, apart from tem- 
porary fluctuations, be reflected in the upward tendency of 
wages, and that without detriment to the interests of those 
who provide the other requisites of production. Whether 
enhanced wages will command an increase in the necessaries 
and comforts of life will depend, however, on considerations 
which remain to be investigated. Of these determinants 
the most important is the value of the commodities which 
labour helps to supply, and whibh, in return, it demands. 
To the problem of exchange or value we must, therefore, 
proceed. 



BOOK IV. THE PROBLEM OF EXCHANGE 
CHAPTER XII 
VALUE AND PRICE 


‘ Value is the life-giving power of anything ; cost the quantity of 
labour required to produce it ; price the quantity of labour which 
its possessor will take in ^exchange for it.’— ^K uskin, Mttnera 
Pulveris. 

‘Value only indicates the relation or ratio of quantities which pass 
in an act of exchange. . . . Every free act of exchange must imply 
increase of utility.*— Stanley Jevons, Principles, p. 51. 

‘Of everything which we posse.ss there are two uses : both belong 
to the thing as such, but not in the same manner, for one is the 
proper and the other is the improper or secondary use of it. For 
example, a shoe is used for wear, and is used for exchange.’ — 
Aristotle, PolHUs, I. ix. B. 

‘The exchange value«a^ every offered commodity depends ... on 
the education of buyers, and on all the moral elements by which their 
disposition to buy this or that is formed.’ — R uskin, f'nto This Last, 
p. 113, 

T he basis of Economics, it has been truly said, is ‘Want; 
human want. Man desires something and in order to 
get it will, if necessary, give sometliiiig : it may lie mios. 
his own labour, or goods of which he has become in one 
way or another possessed. So fundamental is this process 
that some have actually proposed to abandon the term 
Etxmomics— the science and art of household i \anagement, 
and substitute for it the term Catallaciias — the Science of 
Exchange. To do so would, it is submitted, be to perpetrate 
an error as gratuitous as is grave. Yet the preceding 
chapters should have made it clear that iinjilicit in the 
argument with which they were concerned is a problem 
not hitherto discussed — the problem of relative values 
or exchange. Acutely conscious of this difficulty some 
economists have preferred to# treat the problem of value 



before discussing that of distribution, or even tibt of 
production. Desire does logically precede production ; it is 
to satisfy a want that man works. Yet the traditional 
order oi treatment would seem to be justified. Production 
is stimulated by wants, but the satisfaction of wants does 
not necessarily involve exchange. The production or 
acquisition of commodities is the fundamental fact in 
Economics. Under the modem industrial system the dis- 
tribution of the product, or its equivalent in money, follows 
hard upon production, but only aft(fr the commodity has 
been produced or acquired does the desire to exchange some 
portion of it arise. ^ 

Nevertheless, the problems to which the exchange or 
circulation of commodities gives rise are so important, alike 
from the standpoint of scientific economics and from that 
of social well-being, that they demand close analysis. 

Value and The older school of economists were wont to distinguish 
utility. l)etween two kinds of value: value in use, and value in 
exchange. Evidently there is a wide distinction. Some of 
the most satisfying things arc free to^all without pa3rment 
and without price — for example the air we breathe, or 
beautiful natural scenery. Many things may yield to their 
possessor satisfaction which is out of all proportion to 
the satisfaction which they would yield to any one else. 
A knife given to nio by a dead comrade may possess such 
value to me that I would not, as the phrase goes, exchange 
it for its weight in gold. But the^ are sentimental values 
with which the economist, as such, is in no way concerned. 
For them it is better to employ the term utility, 

Rttskln Ruskin, at war witji orthodox economics, contends that, 
j owing to the false teaching of the economists, the world at 
V&lu^ . ^ perverted or inverted sense of values. 

‘ Value according to his definitv>n, is ‘ the hfe-giving power 
of anything’. As a definition of value, however, this is 
misleadingly wide ; as a definition of utility unnecessarily 
narrow. The old gun-metal watch given to me on my 
tenth birthday by my father may be ‘valuable’ to me 
beyond the price of rubies^ yet its life-giving power is 
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or nil, though its utility is high. Ruskin’s 
criticism is, therefore, not so much unsound as irrelevant 
The economist, without at all depreciating the ‘ value * to 
Mr. Buskin, and maybe to many others of the things which 
he prizes, is clearly entitled to define his own terms ; and 
the term value will, therefore, be used in this treatise, in 
accordance with the best modem usage, as ‘the power 
which an article confers upon its possessor, irrespective of 
legal authority or phonal sentiments of commanding, in 
exchange for itself, th^ labour or the products of the labour, 
of others Elliptically we may define it as pomr-in- 
exchange, ^ 

Exchange is clearly a primitive instinct in man, for the 
schoolboy, who reproduces primitive instincts with singular 
fidelity, invariably wants to ‘ swop ’ his own possessions for 
those of his mates. Immediately, however, there arises the 
question: On what terms'? How many marbles will he 
give in exchange for one apple ? Why not several apples 
for one marble *? If 5 demands for his ap}>le more marbles 
than A thinks it ‘ wqj^th the exchange will not take place. 
But what considerations decide A and B in determining the 
relative ‘ worth ’ of apples and marbles ? 

This raises one of the most important and one of the 
most difficult problems in Economic Science. Why should 
BO much of commodity ‘A’ exchange for so much of 
commodity ‘ B What, in fine, determines value ? 

To this question the answers suggested by difierent 
writers vary almost indefinitely : but most of the answers 
may be classified under four main heads : (i) that value is 
absolute or intrinsic ; (ii) tliat it depends upon ilie fftnount 
or quality of labour expended upon the commodities 
respectively given and received in exchange ; (iii) that it is 
measured by cost of production — in which, of course, labour 
is an important ingredient ; and (iv) that it depends upon 
the final or marginal utility possessed b> the commodities 
which are the subject of exchange for those who exchange 
them. 


Theoritt 
of Value. 


* Walken? Political*Economyf p. 81. 
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The theory o! intrinsic or absolute value may be ttimninmoii 
with brief consideration: since we have agre^ that tlm 
term * value* is to be restricted to things which possess 
power in exchange. But the philosophers from Plato to 
Kuskin have shown great reluctance to ‘abandon the idea 
of value inherent in a commodity, apart from its power to 
command the supply of some other commodity or service. 
Aristotle, though recognizing the exchange value of com- 
modities regards this as a secondary o^even improper use of 
them. ‘ Of everything which we posifess there are he said, 

‘ two uses : both l^elong to the thing as such, but not in the 
same manner, one is the proper and the other is the im- 
proper or secondary use of it. For example, a shoe is used 
for wear, and is used for exchange; both are uses of the 
shoe. He who gives a shoe in exchange for money or food 
to him who wants one, does indeed use the shoe as a shoe, 
but this is not its proper or primary purpose, for a shoe is 
not made to be an object of barter.* ' A literal observance 
of this precept would evidently compel every one to make 
his own shoes, and indeed everything else which he needs; 
since, if one man is to specialize in the making of shoes he 
must obtain in exchange for his own products at least the 
wherewithal to live. 

*r$nm The Romans, in the laws of the Twelve Tables left the 

PrtHMm, determination of value or price to the higgling of the market ; 

in fact, to the free play of supply and demand ; but gradually 
there crept in the ethical idea of the verum pretium or 
just price. Mediaeval theory developed this notion of 
justice. Thus Aquinas wrote : ‘ If either the price exceeds 
the vrfiue, or conversely the value exceeds the price of the 
thing the balance of justice is destroyed.’ Yet both 
the Emperor Diocletian, who attempted by hjs edict De 
pretiia rerum vemlkim to excliang^ values, and the 
later scholastic philosopher, might have learnt from Cicero 
a more correct view. Cicero, indeed, came very near to 
the modem doctrine of final utility when he wrote : ‘ The 
only limit to the value of such things [bronze statues] is 
* PoUtics^h c. 9. 
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tiiB deBiire which any one has for them^ for it is difficult to 
set bounds to the price, unless you first set bounds to the 
wish.** But the Middle Ages clung tenaciously, and, in 
view of the prevailing economic conditions, not perhaps 
illogically, to the"* idea of the veruvi prciium or absolute 
value. 

That idea could not, however, stand against the growing 
commercialism of the modern era. It became essential to 
formulate the laws ^hich determine value in exchange or 
market price. Still Adam Smith paid so much deference 
to the ethical principle as to distinguish between ‘ natural * 
or normal price, and market price. ‘Wlmm the price of 
any commodity is neither more nor less than what is 
sufficient to pay the rent of the land, the wages of the 
labour and the profits of the stock employed in raising, 
preparing, and bringing it to market, according to their 
natural rates, the commodity is then sold for what may be 
called its natural prict*.’- But it must be observed that 
‘the natural jn*ice itself varies with th ‘ natural rate of 
each of the component parts of wages, profit, and rent’. 
The market price may be either above, or below, or exactly 
the same as the natural pric(‘, to which, however, it tends 
to approximate. Exchange value is determined, according 
to Adam Smith, by ‘ the (juantity of labour wiiich it 
enables the [the seller] to purchase or command. Labour 
therefore is the real measure of the exchangeable value of 
all commodities. The r/ml price of everything, what every 
thing really costs to the man who wants to acquire it is 
the toil and trouble of acquiring it’. Underlying this 
passage there are, it will bo noted, ty^o distinci ideas : that 
labour is at once the determinant of value, and the measure 
of value. But a difficulty at once suggests itself: how 
is labour itself to be asseg,ssed: by quantity or quality? 
Adam Smith himself demonstrates the variations in the 
degree of skill or hardship attaching to labour in different 
occupations, but in taking labour as the universal measure 
of value he has in view the average unit of worth of 
' De Benejicio, IV.»xxv. * Bk. I, c. vii. 
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the average labourer. Even so, the analjsis is &r {rsb 
adequate or precise. 

Uun’» Moreover, it has had a mischievous influence upon some 
Smith’s successors. Ricardo went very near to 
formulating a pure labour-cost theory of t^alue. He speaks 
of labour as ‘ being the foundation of all value, and the 
relative quantity of labour as almost exclusively determin- 
ing the relative value of commodities Marx, anxious, as 
we have seen, to prove that capital is ^ thief, reaping where 
it has not sown, absorbing all the vii^ue of commodities in 
excess of the bare subsistence wage which is necessary to 
enable the labourer to live and to^eproduce his kind, seizes 
eagerly upon the admissions of Adam Smith and Ricardo. 

‘ The value of a commodity says Marx, ‘ is determined by 
the quantity of labour expended during its production.’ 
But to Marx, as to Ricardo, we must put the question, 
What precisely is meant by ‘quantity of labour’? and 
indeed by ‘labour’? Does the term include labour of 
brain as well as of hand ? 

The difficulty was not unperceived, J;iut it was not solved. 

‘ It is not very easy to find says Xdam Smith, ‘ any accu- 
rate measure either of hardship or ingenuity.’ Ricardo 
thought that ‘ the estimation in which different qualities of 
labour are held comes down to be adjusted in the market 
with sufficient precision for all practical purposes’. But 
that is precisely what does not happen. If it did, half our 
industrial troubles would find an easy solution. They 
arise in largest measure from the difficulty of equating 
different kinds of laljour ; of assessing the relative value of 
a unif of lal)our expanded, say by the chemist and the 
miner, by the barrister and the bricklayer. Marx thought 
that he had solved the difficulty by reducing the different 
kinds of labour to a common measure of^units of * socially 
necessary labour ‘ The labour time socially necessary is 
that required to produce an article under the normal condi- 
tion of production, and wdth the average degree of skill and 
intensity prevalent at the time.’ This conclusion would 
seem to be not very far rem(Ared from that of Adam Smith ; 
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thoiigh the Sootiehman brought his theoiy into the realm of 
reality by assigning great practical importance to the 
higgling of the market, while the Frankfurt philosopher 
did not. 

Plainly, then, the labour theory fails to supply a sufficient 
explanation of the fact. 

It was the merit of Mill to have perceived that no single 
explanation will cover all the different cases. There are, 
indeed, two condition# applicable to all cases : first, there 
can be no value without utility ; no one will give anything 
for something which he does not want. If desire exists, 
however weak it may be, ^he thing possesscy? utility ; and, 
secondly, there must be some degree of difficulty of attain- 
ment. A thing which can be obtained gratuitously and 
without any effort cannot possess value. But difficulty of 
attainment varies in respect of (i) things which cannot, under 
any circumstances be reproduced, the supply of which is, 
therefore, absolutely limited ; (ii) commodities which can be 
reproduced, in practically unlimited qujuitities, without 
an increase in cost ^ production ; and (iii) commodities 
which can be reproduced, but subject to the law of diminish- 
ing returns, in other words, at increased cost. Mill took 
no account of a fourth and very important category includ- 
ing commodities, the cost of reproducing wdiich diminishes 
with the increase of demand for them. The practice of 
* dumping ’ — or selling goods in a foreign market at a price 
below that which prevaih’ for the same goods in the country 
where they are produced — arises from the operation of this 
law of increasing returns. In agriculture a j)oint is reached 
relatively quickly, at which increased ^xpenditui of Capital 
and labour ceases to be rewarded by proportionately in- 
creased returns. In many manufacturng processes, under 
modem conditions, the tendency is for cost of production to 
diminish in proportion to increase of demand. The second 
of Miirs three categories may, therefore,* be absorbed into 
the category of goods subject to a law of increasing returns. 
In the case of all goods included under the two latter 
categories, value, according tor Mill, depends upon cost of 
production. 


Mill’s 

Theoiy. 



174 


EO0NOMIOS Aim MSCf 

TiHs tiieory must, however, in any case be modified to 
the extent of substituting for ‘ production ' reproduction 
Suppose that the cost of producing steel rails has risen by 
60 per cent owing to a rise in the wages of miners or 
engineers, or to any other cause, who would sell his stock, 
under normal conditions, at the cost of production 1 Simi- 
larly, if the cost of production had fallen 50 per cent, what 
purchaser would pay a price which would cover the actual 
cost? 

Artiolei But what determines the value of c(*nmodities which come 
under Mill’s first category : articles which cannot be repro- 
of repro- duced at all— a^Vandyk portrait, ^fcr instance ; an autograph 
duet n. Cromwell’s ; the first folio of Shakespeare ? Here, 

says Mill, the determinant of value must be the ratio 
between demand and supply. 

Suroly In the very broadest sense this is true ; but in Mill’s, as 
do^d. theories of value, there lurked an insidious 

tendency to approach the problem too mucli from the side of 
supply, and to give insufficient consideration to the element 
of demand. It matters not at all whftf' it may have cost to 
produce a given article, if there be no demand for it If 
• the demand exists the value may be higli, even though it 
should have cost nothing to produce it. Mill was quick to 
perceive this truth in relation to articles which could not be 
reproduced. May it not apply also and equally to articles 
which can be reproduced ; in fact, to everything which is 
exchanged ? 

Utility The answer to this question supplies the clue to the 
theory of value as expounded by Jevons and the 
Austrian School of Economists. What matters the quan- 
tity or quality of labour expended upon a given article ? 
What matters the cost of producing it ? ‘ If it be not fair 
for me, what care I how fair ib.be 1 ’ Vj^Jue is not merely 
objective : but subjective ; price is determined by the mind 
of the buyer and the mind of the seller. As a general rule, 
and in the case of most coinmodities, a seller will not accept 
an exchange which does not at least remunerate him for 
the cost of producing the article ke parts with. If the 
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for ft reproducible commodiiiy is insnffident in 
mtensily to cover the cost of reproduction, that partienlftr 
article of commerce will not be reproduced, and a merchant 
or manufacturer may be compelled to clear his existing 
stock at a loss. Skill in the difficult art of ‘ cutting losses * 
is unquestionably one of the most indispensable qualifica- 
tions for commercial success. But Economic Theory has 
regard not to temporary crises — though the Art of Business 
is closely concerned yith them — but to permanent condi- 
tions. Except under tiie stress of transitory circumstances 
market price will not fall below normal price. 

How much market pri^e may exceed normal price will 
depend partly upon the disposition of the purchaser, partly 
upon that of the vendor ; most of all upon the activity of 
competition. The more closely a particular article approxi- 
mates to monopoly, the less will competition operate, the 
greater the temptation to combination among sellers, the 
better the opportunity for the formation of ‘ rings ’ and 
‘ trusts ’. 

To say that trusts jr combinations, whether of employers Trusts 
or employes, arc under no circumstances justifiable would unioni. 
be ridiculous. Adam Smith declared that ‘masters are 
always and everywhere in a sort of tacit but uniform com- 
bination ’ to keep down the ratio of wages. It was perfectly 
natural that the wage-earners, so soon as they were legally 
permitted to do* so — and even iKjfore—should combine to 
defeat tliat manoeuvre. Jt may be thought by some that 
the pendulum has swung over far in the opposite direction, 
but so long as economic weapons are, on one side or the 
other, employed only for the attainment of ecofiomic 
objects, a prudent legislature will interfere fw little as it 
can, without sacrifice of the largest public interest. If 
competition is active and an impartial legislature is vigilant 
to prevent artificial interference with the free pi a} of this 
most wholesome and life-giving econondc agent, there is 
little permanent danger of the supremacy of combinations 
on a scale detrimental to the public interest. Behind the 
walls of a protective •tariff, whether the protection be 
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aflbrded to capital or to labour, or under restricticuil ioh 
posed on one side or the other by a timid or partial legisla- 
ture, anything may happen. Reference to this matter 
must here, however, be confined to the influence of inter- 
ference, whether that interference comes ffrom the State, or 
from the illegitimate combination of sellers or buyers, upon 
exchange values. 

Monopo- The value of articles or service which are aflected by mono- 
poly or semi-monopoly depends absolutely upon the equation 
of supply and demand. But it is important to observe that 
both factors of the equation are more variable than is com- 
monly suppose^. The supply of pictures by Vandyk is not, of 
course— cynicism apart— unlimited. But even of Vandyks 
the ‘supply’ depends largely on the demand. If the 
demand is weak the supply will be small. As the demand 
increases, so will the supply,— up to a relatively remote 
point. If the average price for a Vandyk be £100, the 
temptation to possessors of Vandyks to put their pictures 
upon the market is relatively slight. If the price were 
rapidly to advance to £1,0(X), many ppssessors of a Vandyk 
would consider whether the satisfaction of ownership was 
equal to the satisfaction to be otherwise obtained from 
£1,000. If the price further advanced to £100,000 not 
a possessor of a Vandyk would remain unperturbed. 
Probably every Vandyk in the world would come into the 
market, with the result that the supply Would exceed the 
demand — the effective demand-rand prices would fall 
rapidly until equilibrium was reached. 

Pinal The truth perceived by Mill and his school in relation 
utility. ^ Vandyks has been yevealed to later economists as a truth 
of umversal applicability. Stanley Jevons and the Austrian 
school Menger,^ Wieser,and Bohrn-Bawerk in particular — 
have generally got the credit fpr effecting what was hardly 
less than a revolution in economic thought. Not unjustly 
as regards the scientific formulation of the Theory of Final 
or Marginal Utility. But it remains doubtful whether that 

• Menger’s Gmndsdtze der VolksipitischaftsUhre waa publiihed 
in the same year as Jevona’s T}Jifty (1871 >. 
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fom!!lartio& has not tended rather to darken than to clarify 
cotineel Buskin, after his manner, was careless as to 
consistency of exposition. Thus he will expound, with 
impartial emphasis, a labour theory of value on one page 
(‘the exchangeable value of a commodity is that of the 
labour required to produce it, multiplied into the force of 
the demand for it*^); the verum pretiiim on another 
(‘the value of a thing is independent of opinion and of 
quantity ’ *) ; yet I do not know of a clearer exposition 
of the Final Utility theory than the following: ‘Price 
depends on four variable quantities: A, the quantity of 
wish the purchaser has f^r the thing ; opppsed to a, the 
quantity of wish the seller has to keep it. B, the quantity 
of labour the purchaser can afford to obtain the thing; 
opposed to Pi the quantity of labour the seller can afford 
to keep it. These quantities are operative only in excess ; 
i. e. the quantity of wish (A) means the quantity of wish 
for this thing, above wish for other things ; and the quan- 
tity of work (B) means the quantity which can be spared 
to get this thing frqpi the quantity needed to get other 
things.' ® 

Vnto This Lasi, however, was published only in 1860. 
As far back as 1776, Condillac, a French contemporary of 
Adam Smith’s, wrote: ‘The value of things increases by 
scarcity and diminishes by abundance. It may even by 
abundance diminish to a point where it disappears. A thing 
that is superabundant will be without value wherever it 
cannot be turned to account, since it will then be absolutely 
useless.’ In 1834 an Englishman, W. F. Lloyd, published 
a remarkable Lecture on the Notion^of Value, in which 
he clearly distinguished between ‘ abstract ’ (total) utility 
and ‘ special ’ (marginal) utility ^ illustrating the latter by 
the case of a hungry man, to jvhom the supply of successive 
ounces of bread are of diminishing utility. ‘Value’, he 
says, ‘ in its ultimate sense, signifies a deling of mind 
which shows itself always at the margin of separation 

» Unto This Last, p. 81 * Ihid„ p. 118. 

» JM .p. 186. 

12 
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between satisfied and unsatisfied wants This < 
near to the modem theory of marginal utility. 

That theory affirms (i) that value is determined by sub- 
jective utility ; (ii) that the utility of successive units of 
a given commodity gradually decreases, Since the intensity 
of a want diminishes as the number of units possessed 
increases ; and (iii) that it is the utility of the last unit 
possessed (the least useful since it corresponds to the least 
intense desire) which determines an4 limits the utility of 
all the others.^ A hungry man wouid pay very highly for 
two eggs, something less for a third, and for a sixth very 
little. If he and the possessor pf six eggs were alone m 
the world the value of each egg would be determined not 
by the value of the first but by that of the sixth. Or as 
Wieser, the Austrian economist neatly expresses it : ‘ The 
value of a supply of similar goods is equal to the sum 
of the items multiplied by the marginal utility.* But to 
every exchange there must be two parties. There is a 
marginal utility to the buyer and a marginal utility to the 
seller. If A*s desire to possess the sixth egg is represented 
by 3d., while B’s willingness to part with it is represented 
by a minimum price of 4d., no exchange will take place, 
and the fifth egg will represent the marginal utility and 
will change hands say at 5d. Hence both demand and 
supply are, as we have seen in the case of the Vandyk 
picture, elastic, one might almost say conditional, terms. 
So long as the minimum prica of a bicycle was £20, 
the demand was limited, say, to 1,000 persons. A diminu- 
tion of price to £10, would perhaps encourage 1,000,000 
persbns to try to secure one. In the case of a bicycle, 
the supply of which is, up to a point, subject to the law 
of increasing returns, the mere increase of effective demand 
would bring down the pric^: supply and demand thus 
reacting upon each other until equilibrium was reached. 

The doctrine* of marginal utility is then of nniversal 
validity. One small qualification only would seem to be 
necessary. There are clearly some articles the value of 

* Cp. Haney, p. 529. * Gide, p. 55, 
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eaeh unit of which increases instead of diminishing in 
proportion as wants are satisfied. A collector, for instance, 
of first editions, who already possessed twelve out of twenty 
of the works of a given author will increase his price 
the nearer he gets* to the goal of his ambition, until he will 
probably be willing to give twenty times as much for the 
twentieth volume as he gave for the first. But this is an 
exceptional case which need not deter us from giving 
a general assent to the truth of the theory. 

One question remafns to be answered : Does acceptance Reoon- 
of the Utility doctrine necessarily exclude the older cost of 
production theory? Drt Alfred Marshall •would answer 
in the negative. He declares that the theory of value is 
like the keystone of an arch and is maintained in position 
on the one side by marginal utility and on the other by 
cost of production. Ultimately, the exchange value of by 
far the greater number of commodities is limited by cost of 
reproduction. Within that ultimate limit the precise terms 
upon which the exchange is effected depend upon margrinal 
utility. 


In considering the problem of exchange we have thus Etbinl 
far been concerned solely with the operation of Economic 
laws. We have attempted to discover an answer to the problim, 
question how those laws will, in fact, operate on the 
hypothesis that all parties are actuated by economic 
motives. Can this matter be allowed to rest there ? Will 
the moralist be satisfied that it should ? Ought men and 
women, who desire to deal justly with their neighbours, to 
act as Economic suggesti; that they will ? Is it morally 
right to attempt, under all circumstances, to sell at the 
highest price a purchaser can be induced to pay, and to 
buy as cheaply as you possibly can ? May the juristic 
maxims be accepted as a guide to commercial transactions ? 

Will it suffice to add |o cateat emjotor, ^caveat vendor 'i 



Was the prdium vervm no more than mediaeval eimA 
stition? 

The State has already decided that in certain caees the 
mptor cannot be left without protection in regard to his 
purchases. By enacting laws against* adulteration, for 
example, the State admits the validity of the assumption 
that buyer and seller are not always on equal terms. If 
both were omniscient the protection afforded to the buyer 
would be impertinent and superfluousr; but, as a fact, the 
seller is, or may be presumed to be,<‘an expert, the buyer 
cannot be a universal expert. But there are cases where 
the converse i.‘vtruc. An exper^t dealer purchases from an 
ignorant cottager a bit of old furniture or old china at 
what he knows to he a tithe of its market value. The 
price measures the willingness of the seller to sell ; the law 
of utility is not violated; but can such a transaction be 
defended before the tribunal of ethics ? Plainly, it cannot. 
Every right-minded person would condemn it. 

Would the verdict be different if one dealer was buying 
from another ? Presumably it would for two reasons : 
firstly, the two men might be presumed to be on equal 
terms ; if one was more ignorant than the other, he might 
fairly be made to suffer for his inadequate professional 
equipment. Secondly, the seller would be protected by 
the fact that he would expect and presumably would 
get his own profit on the transaction. Cok of production 
— or its equivalent, the prime cost of the commodity to the 
seller — would limit the sphere within which the law of 
utility would operate. If the seller obtained his antici- 
pated profit, what matter to him if the purchaser were 
subsequently able to make a much larger, or even an 
exceptional, profit ? Is it indeed possible to lay down rules 
as to what may be regarded c as the l^mit of ‘ legitimate * 
profits ? It is, of course, only in exceptional cases, such as 
that imagined hi the illustration that the question can 
arise. Costs of production on the one side, free compe- 
tition on the other, may be trusted to avert, in ordinaiy 
cases and in the long rui), any^ danger of ' illegitimate ' 
profits. 
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It will, however, be remembered that normal price b shmind 
each as will cover the normal cost of production. Plainly, 

* sweated ' labour does not contribute an adequate amount to 
the aggregate cost of production. Of the underpaid labour 
the ultimate purchaser of the commodities may or may not 
get the advantage. Is he morally justified in taking it ? 

But how can he know or be expected to know that 
‘it isn't linen he’s wearing, it’s human creatures’ lives ’ ? 

Various devices hav^ been adopted by well-meaning persons 
and societies to meet this difficulty, and to enlighten the 
individual purchaser on the conditions under which the 
goods he proposes to purchase have been j)roducod. But 
the efforts have been on a relatively small scale and have 
not been uniformly successful. 

An attempt has consequently been made to meet the 
difficulty, as we have seen, from the other end. The 
State has introduced and has established Trade Boards for 
the regulation of wages in those industries which afford 
special opportunities to the less scrupulous employers for 
the exploitation of oJiciip labour. To the economic results 
of this experiment refeience has already been made.* 

Apart from the product of sweated lal:)Our, and certain 
exceptional cases to which reference has been made, it 
would seem to be reasonable and safe to leave the deter- 
mination of value to the operation of economic laws as 
expounded above. Those laws operate over the whole of 
the vast area of trade, save only in an obscure and rela- 
tively unimportant corner; and their operation is in the 
main consistent not only with law but with equity. Tliere 
are, of course, circumstances unde^ which the bujer or 
seller is not really free to accept or refuse the bargain 
suggested : when owing to urgent necessity the scales are 
heavily wcightec^ against |the one party or the other. 

Where that is the case the ^’tate may legitimately intervene 
to secure the reality of freedom to all parties, even if it be 
at the sacrifice of the semblance of liberty to individuala 
But plainly, it is to the common advantage that the 
••See p. 168 . 
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deviations from the general role should be as rare as possible, 
that each case should be closely scrutinized, and that devia- 
tion should be permitted only when the case in favour of it 
is, on the merits, exceptionally strong. Very seldom does 
dishonesty prove to be in the long ruit the best policy. 
The works of darkness may flourish for a while ; but 
iniquity rarely yields a steady dividend. The ignorant and 
the weak may fairly claim protection from the State, but 
folly had best be left to learn its unpajatable lesson in the 
only efiective school. 



CHAPTER XIII 


THE MECHANISM OF EXCHANGE 

MONEY 

‘The use of substances of intrinsic value as the materials of a 
currency, is a barbarism . . it is, however, still necessaiy partly 
as a mechanical check on^arbitrary issues, partly as a means of 
exchange, with foreign nations. In proportion te the extension of 
civilization, and increase of trustworthiness in Governments it will 
cease.’ — Ruskin, Munera Puhenn. 

‘ The only currency that is of practical and everyday importance is 
that which is endorsed with the virtue of universal acceptability 
Hartley Withers, Meaning ofMoneg. 

I T was the purpose of the previous chapter t^o explain 
why so much of one commodity exchanges for so much 
of another. Byt barter is cumbrous and inconvenient ; 
in the complex commercial life of to-day commodities are 
rarely exchanged directly for commodities. One of the 
primary needs of all communities which have advanced 
beyond the most primitive stage is, therefore, to discover 
some one commodity which will serve as a common denomi- 
nator of value, and if possible as a common medium of 
exchange as well. r 

Money serves the double purpose: it provides a con- Money, 
venient measure ol value and also a medium through 
which the exchange of commodities can be ea^dy effected. 

But despite the social convenience attaching to the use 
of it, moralists have from the first regarded it with pro- 
found suspicion. True, it ^ was not money but the love of 
money which St. Paul denounced as the root of all evil.^ 
Aristotle was less careful to discriminate : ‘ Originating in 
the use of coin, the art of money-making is generally 
thought to be concerned with it : ... for coin is the starting- 
• * 1 Timq^hy vi, 10. 



pomt and the goal of exchange.’ » If the argument of the 
preceding chapter be sound, Aristotle is, in this matter, 
entirely in error. The starting-point and the goal of 
exchange is the satisfaction of human wants, a process in 
no way dependent upon the use of any medium of exchange. 
Yet the prejudice persists, chiefly, we may surmise, owing 
to the vulgar identification of money and wealth, and the 
. ostentatious exhibition of wealth by the lavish expenditure 
of ‘money’. ^ 

Nevertheless, the convenience of ^ money is admitted. 
Price is but value expressed in terms of a single commodity. 
What shall that commodity be ? ^ / 

Money Various things have been at chflferent times selected for 
tuUa!* purpose. Cattle and flocks were in primitive times so 

commonly selected that the Latin word for money pecunia 
recalls by its etymology the form (p6CU8= cattle) which 
money took. The armour of Diomede, as Homer tells us, 
cost nine oxen; that of Glaucus one hundred. Salt was taken 
as the medium of exchange in Abyssinia; shells in some 
parts of India; tobacco in Virginia; sugar in some of the 
West Indian islands; dried cod in ^Newfoundland; and 
elsewhere nails, iron bars, or hides. But oh the whole the 
metals have for obvious reasons been generally preferred. 
The ancient Spartans used iron: the ancient Romans 
copper, but the world has now mainly concentrated upon 
silver and gold, and paper which represents g^: Id or silver. 

A medium What reasons can be assigned for this choice? It is 
ch^ge. plftiuly desirable that the medium selected should be port- 
able, and for that reason should possess high value in 
small bulk. Oxen are valuable but not portable. It 
should also be malloafile— of a substance that will easily 
take a stamp indicative of its value : that rules out sugar ; 
and divisible in such a way that the sum of the pieces 
has a value equal to that of Ihe individual mass; that 
rules out diamonds; and durable, so as to stand plenty 
of wear and tear without losing value. Moreover, since 
the medium selected should serve not only as a measure 
* FoUH^i I. ii. 



of value for commodities now in the market, but as a stan- 
dard for payments extending over a long period, as, for 
instance, long leases, it should also be stable : not liable to 
rapid fluctuations in value. But the quality most essential 
of all is that it siiould be desirable— something which at 
all times and under all circumstances every one will be glad 
to possess, and therefore to give in exchange for it their 
own superfluities. 

It is evident thaW silver, and still more gold, possesses Gold and 
most if not all these qualities in high degree, and certainly 
more of them in combmation than any other commodity 
which has as yet been sr^j^sted for use as ‘ gioney They 
are convenient to handle and carry; they are coinable, 
malleable, and divisible ; they are, especially when com- 
bined with a judicious admixture of alloy, very durable, 
and their durability contributes to their stability, since 
a year's production of silver or gold will bear but a small 
proportion to the aggregate stock. Above all, they possess 
both utility and value. They are ciigerly desired for 
purposes other than ^rvice as coins, and consequently they 
are generally, bijt not quite invariably, of high value in 
exchange. Aristotle, doubtless, makes an cficctivc rhetorical 
point when he says; ‘He who is rich in coin may often 
be in want of necessary food. But how can that be wealth 
of which a man may have a great abundance and yet perish 
with hunger, Irke Midas in the fable, whose insatiable 
prayer turned everything that was set before him into 
gold ? ’ Even gold, therefore, cannot be said to possess 
intrinsic value. Can anything else? Most people are 
ready, under most circumstances t^ give sonicohiiTg in 
exchange for plums or apples : yet a surfeit of plums is 
not unknown. Valueless in Worcestershire, they may still, 
however, possess v^ue in M^chester. But the same would 
be true of Midas’s gold. Valueless in the desert, it would 
nevertheless have commanded its price in illexandria. 

Gold then is not invariable in value. Consequently it Tabulw 
does not afford a perfectly satisfactory standard for deferred “twwUrdi. 
payments. Tliere is m absolulp guarantee that, if land is 
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let to-day on a building lease for ninety-nine yeaw, tbe 
£50 receivable as rent to-day will represent the same value 
in exchange ninety or even fifty, or even twenty, or even 
five years, or even five months hence. The possessors of 
* fixed * incomes have been made painf uRy conscious of this 
truth since 1914. To the discerning it was apparent before 
that date. It has, therefore, been suggested that long-dated 
bargains should be based not upon a single commodity, but 
upon several staple commodities in combination. It is con- 
tended that by this means the value-fluctuations of the 
several constituent articles will be neutralized and a reliable 
standard be obtained. Units of„‘^y, coal, wheat, potatoes, 
sugar, tea, cotton, silk, wool, are taken at the current 
market price of the day, to make up 100. Variations in 
price are then marked in percentages. 

This device of an inckx-iiumber has long been familiar 
to statisticians, and is undeniably of high scientific value. 
It has, of late years, l)een adopted for the purpose of 
affording a basis for variations in the rate of wages. Thus 
in January 1918, the Board of Tr^de index-number for 
retail prices was computed at 190, or 90 per cent above 
the prices current for the same commodities in July 1914. 
The figure rose, without appreciable reactions, until in 
October 1920 it reached a maximum point of 276, since 
when, it has fallen, equally steadily, to 177, in January 
1928. The retail index-figure as computed by the Board 
of Trade has shown noticeable vauiations from the wholesale 
index-number which reached a maximum of 325 in March 
1920, and declined rather steeply to a minimum of 163 
in September 1922^ This variation need not, for the 
moment, detain us ; but we may in passing note that the 
compilation of a cost-of-living index by the Ministry of 
Labour and the adjustment pf wage-j^ates on that basis, 
through failing to give complete satisfaction either to those 
who pay or those who receive wages, has nevertheless done 
something to minimize industrial friction during a pmod 
of falling wages. 

The novel experiment hqfi, however, been attacked from 
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two pcrints of view : sodalists muntaimng that (he basis 
of ealeulaiion is too narrow, and that the resulting figure is 
unduly favourable to employers : while orthodox statisticians 
and economists complain, with greater reason, that to base 
wages at all upon cost of living, without reference to 
production, must necessarily encourage false hopes among 
wage-earners, and must lead to unemployment and in- 
dustrial disaster. The argument is, however, somewhat 
beyond the scope of our immediate inquiry and cannot 
therefore be pursued. « Enough to say that it is generally 
agreed that while the device of a cost-of-living index, if 
scientifically employed, \jay be helpful injDromoting in- 
dustrial harmony in a period of abnormal fluctuations 
in prices, a tabular or multiple standard is too complex for 
adoption in ordinary commercial intercourse. 

Is it, however necessary, on that account, to rely upon Bimetal- 
a single metal as a standard of value ? Would it not help 
to ensure greater stability in values, and hicilitate the 
interchange of commodities between countries which adopt 
different standards of^value, if at least two metals, gold and 
silver, were yoke^ together in the service of international 
commerce? The implied argument derives considerable 
force from two facts : fii’st, that so long as Paris maintained 
an open mint for both gold and silver at a fixed ratio of 
154 to 1, the relative value of the two metals remained 
constant, and gold-using and silver-using countries were 
enabled to trade without* the disturbing factor of widely 
fluctuating currencies. Secondly, it is true that since 3 873, 
when Paris closed her mint to the free coinage of silver, 
the ratio between gold and silver has ^ried frequentlj^ and 
rapidly, with no little inconvenience, say, to the gold-using 
cotton- spinners of Lancashire and the rupee -using mer- 
chants of Bombay., , 

Great Britain, by demonetizing .silver in 1816, placed the 
currency of this country on a single gold basis. Had other 
countries followed suit the wide divergence in the relative 
value of gold and silver would, no doubt, have manifested 
itself very quickly ; bui as France and the Latin Union—- 
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mints for the free coinage of silver and gold at a fixJ 
ratio, the whole world practicallyretained a joint standarA 
Germany, perceiving the great prosperity of England, and 
rightly or wrongly attributing that 'prosperity to’ the 
single gold standard, decided to take advantage of her 
victory over France in 1S70-71 to require payment of the 
indemnity in gold and to close her own mints to silver. 
France was consequently compelled, in self-defence, to do 
likewise, and the Latin Union and cthe United States also 
immediately followed suit. 

Thus was tlje joint-standard bafeen down, and the world 
was divided into the two opposing camps of gold-using and 
silver-using states. That grave inconvenience was thus 
caused to international trade cannot be questioned ; but it 
is still a matter of acute controversy whether it would be 
desirable, or even possible, to re-establish, by combined 
legislative action, the double or joint-standard. Why, it is 
asked, should governments be more successful in fixing the 
relative value of gold and silver than in fixing that of 
cotton and potatoes? The argument is not conclusive, 
since no one doubts that governments can and do influence, 
in considerable degree, the demand for gold or silver by 
coining one or both metals into money and by conferring 
upon the money so coined the power of legal tender. Yet, 
on the other hand, it remains true that in the last analysis, 
the relative value of gold and siU^'er is determined by con- 
siderations similar to, if not identical with, those which, as 
wo have seen, determine the value of commodities at large. 

The re-discovery of the New World and the development 
of the silver mines of Mexico and Peru contributed a very 
important factor to the economic crisis of the later six- 
teenth century. The purchasing po^er of silver— the 
value of silver in relation to other commodities— declined 
rapidly, with results disastrous to the interests of all eon* 
Burners, and especially to the poorer classes. Nor were the 
results exclusively economic. Insufficient attention has 
been paid to the effect oi^ currency inflation upon the 
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Stattrt kings were expected by Parliament to maintain tne 
State upon an income which might have been adequate 
before the depreciation in the value of silver, but which, 
after the steep rise in prices, compelled them, with highly 
significant results, to apply to Parliament to relieve their 
necessities. 

At the end of the eighteenth century another severe FinaocisI 
crisis was brought #bout by the French war, and the 
consequent depletion oj the gold reserves of the Bank of 
England. The Goveriunent was compelled to intervene 
and to prohibit cash pajlpients. As in the Great War of 
1914-18, paper superseded coin as the medium'of exchange ; 
but the paper was issued by the Bank, not by the Govern- 
ment. For some years commendable restraint was exer- 
cised in the issue of paper, but this restraint broke down 
in the later years of the Great War, and the over-issue of 
paper money inevitably led to an inflation of prices. In 
1810 there were £25,000,000 of notes in circulation, and 
the premium on gol(^ rose to £8 7«. S(l per cent; in 1813 
the premium rose to £2fl 4a b/., and the gold value of 
a five-pound note fell to £3 lOs. Soon after the Peace 
a Committee was appointed to consider the state of the 
circulating medium and the continuance of the Bank 
Restriction Act. This committee, presided over by 
Sir Robert Peel, 'reported in favour of the gradual resump- 
tion of cash payments,. and the Bullion Act of 1819 
embodied the recommendations of the committee. So 
strong, however, was the position of the Bank of England 
that cash payments were in fact rested on Mry 1,4821, 
two years before the stipulated date. That the resumption 
inflicted some temporary hardship on individuals cannot be 
denied, but it is none the l^ss certain that few Acts have 
contributed more Jirectly to the stability of English com- 
merce and the maintenance of English /credit than the 
Bullion Act of 1819. Yet one thing was still lacking, 
though the Act established the principle that all bank-notes 
should, on demand, l>e«payable^n gold, the Legislature did 
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nothing to secure that the practice should correspond with 
the precept Consequently, the numerous country banks 
which, during the period of restriction, had come into 
existence, frequently failed to meet their note obligations, 
and during two financial crises, those 'of 1825 and 1839, 
the Bank of England itself was exposed to considerable 
danger. Sir Robert Peel who, in 1841, had become Prime 
Minister, was anxious to complete the work so well begun 
in 1819, and in 1844 he succeeded in* passing into law the 
Bank Charter Act. v 

That famous Act contained th^e main provisions. By 
the first the Banking Department of the Bank of England 
was absolutely separated from the Issue Department, and 
the latter was placed under stringent regulations. By the 
second, the convertibility of all notes issued by the Bank 
was secured. The Bank was allowed to issue £14,000,000 
of notes (the amount dictated by experience) against 
Government securities, but for every note issued beyond 
that amount, the Bank was compelled to retain bullion, of 
which 75 per cent was to be gold. Py the third, the note 
issue of other banks was severely restricted. Private and 
Joint Stock banks established after the date of the Act 
were forbidden to issue notes at all ; old-established banks 
were limited to an aggregate issue of £8,500,000— -the 
average amount in circulation during the years which 
immediately preceded the passing of the Act. 

The principle of this Act has, been subjected to almost 
continuous criticism ; but despite the fact that it had to be 
suspended during the monetary crises of 1847, 1857, and 
1866, and that the government were prepared to suspend 
it again, had it proved necessary, in the Baring crisis of 
1890 and, once more, in the autumn of 1914, experience 
has proved the soundness of 1;Jie principle it enshrined, and 
has vindicated the prescient wisdom of Lord Overstone, who 
inspired, and Sir Robert Peel, who carried it. For nearly 
a century it has been the proud boast of the Bank of 
England that its notes will ‘ go anywhere’, and, within the 
limits of their face value, ‘ do anything 
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I® 1853-4 a fresh distiirbaiMje in the relations 
and prices was threatened by the largely increased output 
of gold resulting from the opening up of mines in Australia 
and California. During the decade 1830-40, the annual 
ou^ut of gold was»about £2,750,000. In 1853-4 it rose to 
£26,000,000. Prices inevitably rose, but the rise was less 
than might have been anticipated owing to the fact that 
trade was developing with great rapidity. Consequently, 
the ratio of currency to trade was less exaggerated than 
would otherwise have J^)een the case. For it cannot be too 
clearly understood th^ inflation and deflation are not 
absolute but relative tei^s. A large increase in currency, 
whether the currency be ^old, silver, or paper, does not 
necessarily lead to the depreciation of money or, inversely, 
to an appreciation in the prices of commodities. If the 
volume of trade expands in a ratio equal to the expansion 
of the currency, the latter will maintain its value and 
prices will remain stable. Inflation takes place only when 
currency is issued in excess of the trade demand for it. 
Deflation ensues when tiie volume of trade increases dis- 
proportionately to the currency. 

These considertilions lead naturally to the question of Paper 
paper money. The only serious competitor to gold and 
silver, among the civilized nations of the modem world, is 
some form of paper, A paper currency may take the form 
of bank-notes hr Treasury notes, of cheques, or bills of 
exchange A bank-note, was, in its original form, simply 
a receipt for metal deposited with the goldsmiths. The 
receipt thus issued took the form of a promise to pay on 
demand gold or silver, as the case mi^ht be, and .so pfkssed 
as currency. Then ensued a vastly important develop- 
ment. ‘Some ingenious goldsmith conceived the epoch- 
making notion of ^iving notes, not only to those who had 
deposited metal, but to those who came to borrow it, and 
so founded modern banking.’^ This fertile device was 
carried, as we have seen, too far during the period 1797— ^ 

1821 when banks were, by law, prohibited from paying 
' Hartley Withfrs, The It^ning of Money ^ p. 24. 
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gold on demand in exchange for their notes. But ihe 
spread of the disease was arrested by the Bullion Act of 
1819, and an effective safeguard against its recurrence was 
imposed in 1844 by the Bank Charter Act. 

A second form of paper currency with which during 
these last years most modem countries have become 
familiar is that of Government notes, known in this 
country as Currency or Treasury Notes. Since August 
1914 this form of currency has, to all iptents and purposes, 
entirely superseded the use of gpld. But the precise 
economic effects of the large issue of this paper are still 
a matter of controversy. The^/^ts may, however, be 
briefly stated.^ The amount of gold currency at the end of 
July 1914 was estimated at £120,000,000, exclusive of the 
reserve of gold held by the Bank of England against notes. 
In addition to that, the amount of Bank of England notes 
in circulation amounted to £28,306,350, again exclusive of 
gold in reserve. In December 1918 the Treasury note 
circulation amounted to £311,000,000, the bank-note circu- 
lation to £68,200,000, or a total currency of £379,200,000 
as compared with £148,000,000 in July 1914. When we 
note that in the same period wholesale pfices had advanced 
by 136 per cent, it is difficult to refuse to recognize an 
intimate connexion between the volume of currency and 
the price of commodities. 

A question at this point emerges ; how far paper notes 
can be regarded as ‘good money'? The conventional 
answer used to be that while ‘convertible’ notes — notes 
which being based upon gold could on demand be ex- 
changed for gold — were sound money, inconvertible paper 
was not. The theoretical distinction had this much of prac- 
tical justification : that the temptation to issue paper in 
excess of the commercial demand is almost irresistible. A 
gold basis, scrupulously preserved, necessarily averts this 
danger. Unscrupulous governments find, in the issue of 
inconvertible paper money, an easy means of raising loans, 
and by continual indulgence in the same vice a still easier 
means of repudiating thejr obligations for repayment of 
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ibd prladpaly or even for payment of interest Artifleiid 
iltfbtion of the currency is practically tantamount to a 
eanoellation of indebtedness. Nevertheless, the abuse of 
a practical expedient must not be permitted to confound 
or conceal an unassailable theciy. The value of money, 
whether it be coin or paper, depends, be it repeated, upon 
the ratio between the supply of and the demand for it. 

Coined money may and does depreciate if the supply of it 
exceeds the deman<^ Paper money may appreciate if the 
demand exceeds the ^supply. It is not, therefore, the 
element of inconvertibi^ty which tends to depreciation, but 
the certainty that incon^rtibility will teraji to excess of 
issue; and the knowledge that few governments, even the 
most scrupulous, can, in times of difficulty, resist the 
temptation. 

Bank-notes and currency notes do not, however, exhaust Cheque*, 
the varieties of paper money. However strict the State 
restrictions upon the issue of ‘ notes the l)ankers and the 
commercial conjniunity can effectually evade them by the 
use of cheques. A l^nk cheque is in some respects a more 
convenient form of currency even than bank-notes; but 
between the two tEere is this difference. The acceptability 
of the bank-note depends solely upon the credit of the 
issuing bank or Government ; the acceptability of a cheque 
depends not only upon the credit of the bank on which it 
is drawn, but also upon the credit of the person who signs 
it. Evidently, therefore, checjue will have only a rela- 
tively limited range of currency. Yet the enormous volume 
of trade which is now transacted by this moth(xl is j)roved 
by the fact that lor tlie year 1921 ^Uie Clearing House 
Returns were £34,526,096,000. Speaking general ly, cheq ues 
have a very brief currency, and do not in tlie aggi-egate 
exceed the amount deposited Jjy the drawers in the banks 
on which they are drawn. Except at a time of crisis they 
would never remotely approach it, and tho experience of 
bankers enables them to calculate, to a nicety, what amount 
of legal currency it is necessary for them to retain in order 
to meet the on^ipary ^emandvof their customers. The 
18 
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balance between that sum and the deposits is ntiUned 
the banks for commercial purposes, and it is from sndi 
utilization that profits are derived. Mr. Withers, however, 
utters a warning which should be heeded: ‘The cheque 
like the bank-note is at once cash and credit, and it cannot 
be too early stated and understood that every credit opera* 
tion implies a possible cash transaction, and that prudent 
banking consists in making due allowance for cash demands 
involved by the creation of credit.’ ^ 

A third form of paper currency, and for purposes of high 
commerce the most important, is th& Bill of Exchange. A 
Bill of Exchange is merely apj order addressed to an 
individual or a bank to pay a certain sum on a certain 
date in a certain place. It thus differs from an ordinary 
cheque in three respects : The time of payment is deferred ; 
the place of payment is usually distant; and thirdly, 
during the period of currency and before the time for pay- 
ment matures the Bill passes from hand to hand, and so far 
as the names endorsed on the back of the Bill carry credit, 
the Bill itself may perform all the functions of ordinary cur- 
rency. Such Bills are, as a rule, issued against actual com- 
modities in transit from place to place. The following is a 
common form : ‘ Ninety days after sight pay this first of 

Exchange (second and third not paid) to the order of 

the sum of £10,321 6«. 6(/. sterling, value of same, as per 
advice, against ten thousand bags of coftec per S.S. “ Vic- 
toria" to Rotterdam. To Messrs. , London.* 

Directly such a Bill is issued it may, provided that the 
drawer has credit, become currency ; but for what amount 1 
Evidently the valm; of a Bill drawn in Rio on London will 
not l>e the same in Rio os it will in London. Whether that 
value will bo more or less than the face value ; i. e. whether 
the Bill is at a premium or a discount, will depend upon 
considerations which must be discussed in connexion 
with the problem of international trade. It is equally 
plain that its value to-day will be something less than its 
value ninety days hence. If the holder of such a Bill 
‘ Hartley Withers, Th* Mtaniry of Mon*** p. 84. 
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mata immediate cash for it, he will attempt to dieeoont it 
!Rie amoant which he will receive tcniay for a three 
months' Bill will depend, assuming the Bill to be first-rate, 
upon the present value of money. 

The * value of money ’ is, however, an ambiguous term. 
Two meanings are in reality attached to it. First, it means 
Uie purchasing power of money as measured in commodities. 
With this we have already sufficiently dealt. Secondly, 
it meana the amoui^ which will have to bo paid by a person 
who desires to borr(^ money, or. inversely, the amount 
which can be obtaine^.by a person who has money to lend. 
The value of money it. this second sens'^^is determined 
absolutely by the ratio between the demand for and the 
supply of it. Money is said to be ‘cheap ’ when the supply 
is large and the demand small, and conversely it is said to 
be ‘dear’ when the opposite conditions prevail. The price 
of money is indicated, though not determined, by the rate 
at which the Bank of England is, on any given day, pre- 
pared to discount Bills. The Bank rate, so frequently 
quoted, is, in fact, the rate of di.scount, which in its turn 
determines the rate of interest. Thus, in June 1914, the 
Bank of Euglancf rate of discount was 3 per cent. In 
the months of crisis which followed it rapidly advanced to 
10 per cent; it is now (1922), after considerable inter- 
mediate variations back at 3 per cent. The relatively low 
rate in 1914 was due, mainly, to an abundant supply of 
loanable money; the low rate to-day is due to the pre- 
vailing depression in trade and consequent lack of demand 
for credit When trade is brisk, the demand for money 
wherewith to transact it naturally ^acreases. If the in- 
creased demand is only commensurate with an increased 
supply of money, no increase in the rate takes place. 
Conversely, if for /iny reasqn there is an increase in the 
available supply without a corresponding increase in trade 
activity, the rate of discount and of interest tends to fall. 

In this connexion it is, however, noteworthy that the 
value of ‘short money ’, that is of money at call or but for 
short periods ^f time, #ippear8 ^ have little relation to the 
18 * 
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rate of interest obtainable on more or lees pennaneot 
investments. Money may be almost unusable in tke 
money market at a moment when, on the Stock Exchange, 
securities are low and the prevailing rate of interest, 
therefore, comparatively high. Ultimately, some recon- 
ciliation must take place. If money continues ‘ cheap * for 
any length of time, the abundance of the supply must 
gradually have a favourable effect upon the price of 
securities. But bankers, financiers, aiYl other dealers in 
money must keep a considerable proportion of their assets 
in a liquid form; in other words, /they must be able to 
realize them a)- very short notic^r' The ordinary investor 
is in a different position. He has regard less to the day-to- 
day market value of the securities purchabcd than to the 
prospect of regular dividends and the safety of the capital 
he has invested, over a considerable period of time. Still, 
the ‘ dearness ’ or ‘ cheapness * of money cannot, in the long 
run, fail to exercise an important influence upon Stock 
Exchange values. 

Th« ralue Even greater and more important is^the influence of this 
upon commerce and industry. If bad trade tends to 
cheapen the money, cheap money tends to improve trade. 
The part played by banks in the production and distribution 
and exchange (jf commodities has l»een already considered. 
The assistance thus rendered takes the form of a loan or 
overdraft. The terms on which it is rendered depend 
(apart from the credit of the borcowor) uix)n the condition 
of the money market, to which the Bank of England rate 
of discount may l)e accepted a.s a rough index. The action 
of the Directors of Bank in raising or lowering the 
official rate is rarely exempt from criticism, and it some- 
times happens that thei-e is considerable disparity between 
the official rate and that pre, vailing in the open market. 
On the whole, however, the commercial community have 
reason to be grateful to the Directors for the skill and 
prudence with which their delicate duties are generally 
performed. Their supreme concern is to keep the financial 
ship of State on an even '{ceel ; tc» disopur«ige the rash 
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flpeeuialioD which leads inevitably to crises, while, at the 
same time, affording every possible assistance to legitimate 
enterprise. 


The operations of Lombard Street and the policy of 
Threadneedle Streft may seem to be somewhat remote 
from Economic Theory and «till more from pmctical Ethics. 
Yet there is in truth nb department of Economic Science in 
which law is more inexorable than in regard the problems 
of money and currency. About the application of principles 
to practice there may indeed be legitimate difference of 
opinion ; but the principles themselves are immutable, and 
a clear apprehension of them is essential alike to intelligent 
criticism and to right conduct. No man is adeejuately 
endowed for the day-to-day duties of citizenship, much less 
for the direction of commercial or industrial enterprise, 
who is content to nmain ignorant of the laws of value, 
or the theory of inoney. Nor is any ethical teacher entitled 
to express an opinion on an economic problem unless he has 
been at pains to master them. Christ was not in fact con- 
fronted by complex economic problems; but from His 
method of dealing with those who sought to elicit his 
opinion on social questions, it is safe to infer that had He 
been He would have firnly refused to travel l>eyond the 
self-imposed limits of His mission. Profoundly skilled in 
the analysis of human motives He consistently refrained 
from the expression of opinion oi^ questions which lay 
beyond the limits of His province. Those who to-day claim 
to speak in His name have, it may Ixj urged, a more difficult 
task, and a more extended re^jponsibility. The plea may be 
conceded; but the concession seems only to reinforce the 
main contention of this Ixxjk, that enlarged responsibilities 
involve also additional obligations. Not the least urgent 
of those obligations is the duty to look before they leap, 
and, in parti'. "’‘'r, to titudy be^lrc they speak. The theory 
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of vahe and price is less complex than it has someimes 
been made to appear ; but it demands for its apprehenAon 
clear thinking and adequate appreciation of the issues 
involved. The love of money may be the root of all evil ; 
but to misunderstand the true functions oT money, to assign 
to them less or greater importance than they actually possess, 
is simply to darken counsel, to excite prejudice, and to 
embitter social relations. Knowledge here as elsewhere is 
the portico to the temple of charity. 



CHAPTER XIV 

THE PROBLEM OF INTERNATIONAL TRADE 

THE THEORY OF FOREIGN EXCHA.NGE 

‘ It is the maxim of «very prudent master of a family never to 
attempt to make at honrt what it will cost him more to make than 
to buy. ... If a foreigi^ country can supply us with a commodity 
cheaper than we ourselves Jjkn make it, better ' it of them with 
some part of the produce of our own industry, employed in a way in 
which we have wctiie advantage.’— Adam Smith (1/76). p. 184. 

‘ Nothing can be bought from strangers except with native pro- 
ducts.’— J. B. Say (1803). 

*I would indicate as the distinguishing characteristic of my system 
NaiionalHy .... a system which is not founded on bottomless 
cosmopolitanism, but on the nature of things, the lessons of history, 
and the requirements of the nations.’ — Fkiedrich List (1841), Eng. 
trans., p. xxix. 

‘The Political EcouomisUhas^u) more call to preach free tnide as 
the policy of nations than the physiologist to acfvocate monogamy as 
a legal institution.’ — F. A. Walked, p. 23 (1883). 

‘ Free Trade and Protection are only means to the achievement of 
national and imperial aims.’— J. Shield Nicholhon, A Project of 
Empire, p. ix (1909). 

W E must now proceed to consider the question how 
far the laws of value and the theory of money as 
formulated in the preceding chapters are applic- 
able to the exchange of commodities and the liquidation of 
indebtedness between country and country. It should at 
the outset be noted that in fact exchanges are not between 
country and country but Ixjtween individual.s in different 
countries. The question, however, remains, whether the 
value of commodities so exchanged is determined by the 
laws which operate in domestic transactions. J. S. Mill 
perceived that his theory of value, depending in the main 
upon cost of production, did not operate internationally, 
and that aq ’•egards^intematipnal values we must therefore 
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fall back upon another formula. The value of an imported 
commodity is, he argued, determined not by the cost of 
producing that article in the country of origin, but upon 
the cost of producing the article which is exported in 
exchange for it; or, more precisely, the aggregate cost 
of production of the whole volume of exported and im- 
ported commodities respectively. Assuming that the total 
trade between England and France consisted of cham- 
pagne exported from France and (y)al exported from 
England, the value of champagne in England and of 
coal in France would depend upon the cost of producing 
not those articles themselves, but the articles taken in 
exchange. Bu^,, this explanatioh being obviously inade- 
quate, though not, as far as it went, inaccuft*te, there was 
added to it the further consideration that international 
values depended upon the relative strength of demand, 
e.g. for English coal in France and for champagne in 
England. By those who have followed the aigument of 
the preceding chapters it will Ik) readily perceived that this 
latter consideration brings us near to the doctrine of mar- 
ginal utility. That doctrine would seem, therefore, if it be 
accepted as explanatory of/ values at all, lo be of universal 
validity. 

For purposes of ordinary commerce, whether national or 
international, values have, however, to be translated into 
prices. Financial obligations have to be ’discharged in 
money. This transaction is relatively simple as between 
two individuals in the same town ; a slight complication is 
introduced if money has to be transmitted to a distant 
town in the same country ; a much more serious complica- 
tion arises when the transaction involves the sending of 
money from one country to another. Not only is it expen- 
sive and risky to transmit the coin, but the coin of one 
country is not legal currency in another ; consequently the 
importer will havp to devise a means of paying his debt to 
the exporter in the currency of the exporter's country. In 
short he must buy foreign money. An English wine 
merchant must buy francs, lu’e, or mafks, as tl^ case may 
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be. At what price, reckoned in English currency, will he 
be able to do so f If the mutual indebtedness of England 
and France exactly balanced, the price of their respective 
currencies would at *par\ This rarely or never hap- 
pened, consequently the coin of one countrj» does not 
exchange for the coin of another at ‘ par of exchange By 
the par of exchange is meant ‘ the fixed intrinsic value of 
the currency unit of one country expressed in terms of the 
currency of another fivhich uses the same metal of standard 
value In England an ounce troy of standard gold is 
coined into soverAgns, so the price in currency of an 
ounce of gold is £3 French law »•' ‘quires that 

155 twenty-franc pieces shall be coined fr(^n 1 kilogram 
of gold nine-tenths fine. We can therefore ascertain arith- 
metically the ratio of the sovereign to the franc. That 
ratio is 1 to 25-2215. Thus the par of exchange is said 
to be 25^. By a similar prexiess the ratio between the 
sovereign and the German gold mark was established at 
1 to 20-43. But the actual rate at which an English 
sovereign will excl^^nge for French francs or German 
marks has always varied sornbwhat, and of late years has 
varied widely, from the theoretici-J^ par of exchange. 

The question may naturally arise, why ditterent countries Coinage, 
should thus have complicated their international trade 
transactions ? To the simple it would appear evident that 
half the world s difficulties would Ijc solved by the adop- 
tion of a universal coinage. To this device there arc, 
however, two practical obstacles. The amour jyrofyre of 
a self-conscious nation invariably demands a distinctive 
coinage just as it demands a distinctive posUige stamp. 
Financial greed confirms the promptings of patriotism. All 
States, monarchical and democratic, have sought to derive 
a revenue from the sale of t^mps and from the issue of 
coinage. A private coinage was one of the most prized 
of the privileges of the feudal nobility; the feudal lords 
were deprived of the privilege by the Crown ; but kings, 
lords, and peoples have all imposed a charge known as 
ire, The^ B.C. off'ortign Exchanges^ 
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seignorage upon the issue of authorized money. No State, 
even for the convenience of its merchants, is likely theEo> 
fore to abandon its distinctive coinage. Even if it did, the 
difficulty would still remain of transmitting coin from one 
country to another for the liquidatfbn of commercial 
liabilities. Some coin must inevitably pass, unless imports 
and exports between any two countries should happen 
exactly to balance. Even so, the individuals between 
whom the transactions actually took ^lace would have to 
seek some means of satisfying them respective creditors. 
As a fact the transmission of coin nas been to a very large 
extent avoided by the use of BiU^ of Exchange. ^ 

In domestic commerce the present value of a sound Bill 
of Exchange depends entirely upon the date'of its maturity. 
In foreign Bills of Exchange we have to add to the element 
of time the complicating element of distance. The value in 
Paris of a Bill of Exchange drawn on London will depend 
simply upon the ratio between the demand for such bills 
and the supply of them. The demand for them will 
depend upon the amount of English, goods which, having 
been supplied to France, h^'-.e to be paid for by Frenchmen 
in English money. Tb / supply of bills will depend upon 
the amount of French goods sold to England. Every 
Frenchman, who has bought English cotton or English 
coal, will need to purchase in France a bill drawn on 
London. Every Frenchman who has sold champagne to 
England will have such a bill toi dispose of. It is improb- 
able that things will work out so neatly that the wine 
merchant of Rheims, having sold £1,000 worth of wine to a 
merchant in England, will wish to purchase £1,000 worth of 
coal in Carditf, or cotton in Manchester. If not, he will sell 
his bill to an intermediary or broker in Paris, who will 
re-sell it to a French coal-in^^rchant. ,But what price will 
the broker give to the wine-merchant and demand from the 
coal -merchant ? The price will depend upon the balance 
of trade. If the value of French champagne sold to 
England exceeds the value of English coal sold to France, 
there will evidently be an l^xcess of f)ill8 on London. 



Cbutmeljr^ there will be in London a deficiency of bills 
drawn on Paris. Consequently, in the last rMort, the 
bal a nc e, large or small, will have to be liquidated by the 
transm i ssion of gold. Every Englishman owing money in 
France will natuib^lly be anxious to avoid the risk and 
ezp^Qse of transmitting gold, and will therefore be willing 
to pay for a Bill of Exchange, which will discharge his 
debt, something in excess of its face value, and the competi- 
tion for such bills w?ll force them up to a premium. If the 
balance of trade be op. the other side the bills will plainly 
be at a discount. But the premium can never exceed the 
cost of tri^mitting coid.>. For transactions^! etween New 
York and Liverpool, or Manchester and Bombay, the 
expense of transmission will obviously be much greater, 
and the range of premiums and discounts proportionately 
wider. For it is hardly necessary to add that the causes 
which operate to put a premium upon bills in one country 
will conversely operate to reduce bills to a discount in the 
corresponding country. 

Such, in simple terms^ is ^he principle of international 
exchange. That jginciple ca4'«'t^t be understood by keep- 
ing a firm grip upon a few elemeJl^ry truths which it may 
be desirable to reiterate. First, that all trade is, at bottom, 
barter, and consists in the exchange of commodities for 
commodities. Secondly, that barter being at best a clumsy 
method, mankind has from the earliest days had recourse 
to a medium of exchange. Thirdly, that the ever-increas- 
ing division of labour, the extension of trade, and the 
opening up of distant markets, have called into existence a 
complicated machinery, the primary^object of which is to 
avoid the trouble and expense of the use and transmission 
of coined money. This object is attained by a mutual 
cancellation of indebtedness* The machinery is seen at 
work in its simplest form at a country bank. If every one 
in a given town employed the same banker no coin need 
ever pass except for very small payments. In large busi- 
ness no coin ever does pass except in payment of a small 
balance intci’nationrf transactions. What the 
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banker does for domestic trade, the bill-broker does fer 
international trade. He cancels mutual indebtednm 
Lastly, it is essentially and fundamentally the balanoe of 
trade which determines the rate of exchange between 
country and country, though in that c&se the rate is also 
accidentally determined by currency variations. At bottomi 
however, all trade is barter. 

International trade has only developed on a large scale 
during the last four centuries. During that period three 
theories have successfully dominated national policy in 
regard to foreign trade. The first of these theories was 
that of the mercantilists. The iiiercantilists rose to promi- 
nence in most of the progressive countries of Europe in the 
sixteenth century, and reached the zenith ot their influence 
in the latter half of the seventeenth century during the 
ministry of Colbert in France. Adam Smith's vigorous 
exposure of the fallacies of mercantilism has led to some 
misunderstanding of the objects at which the disciples of 
that school aimed. Mercantilism, despite its name, was 
not exclusively nor perhaps mainly inypired by commercial 
motives. It was concerneej^jis much or more with national 
security and power as ^h national wealth. Whether or 
not the theory was guilty of the error of confounding 
wealth with money, the disciples of the school were cer- 
tainly so far impressed with the political advantage of 
accumulating a plentiful supply of the precious metals (nor 
could the advantage in those days be gainsaid) that they 
sought to secure what was known as ‘ a favourable balance 
of tra^le This doctrine assumed that the country which 
exported to a greaUr value than it imported commodities 
would receive the balance in bullion. This assumption led 
to the imposition of a protective tarift* but the duties were 
imposed less with the object o^ obtaining a revenue than of 
excluding foreign products, and thus necessitating the 
import of bullion. 

The mercantilist doctrine and its resulting fiscal policy 
were naturally assailed with great vehemence by Adam 
Smith. Paradoxically, Ad^ Smi^ himaelf 





oUivioiis of the political danger which might conceivably 
aeenie from the complete abandonment of a mercantihsm. 
Defame, as he pointed out in a famous phrase, is more 
important than opulence. That was, in effect, the mercan- 
UHst case. But, on the purely economic side, mercantilism, 
Colbertism, or protection, was undoubtedly open to the 
objections so acutely perceived and so vigorously exposed 
by Adam Smith. Applying to international trade his 
fundamental principle of division of labour, he argued that 
all the world would benefit if eacli national unit were to 
devote itself co the production of those commodities to 
which it was, by nature, ^^^st adapted, and freely exchanged 
its own prbducta for the pfoducts of other iflitional units. 

In the realm of practical affairs, Pitt, Peel, and Gladstone 
enthusiastically espoused the doctrines of Adam Smith, with 
the result that in England the policy of free trade displaced 
that of protection, as the theory of laimz-faire superseded 
that of mercantilism. But the commercial lead so rapidly 
established by England did quite as much to alarm its 
neighbours and competitors as to encourage imitation. 

Free trade, it was argued*, miMt well conduce to the pros- 
perity of a country so wealthy irad so peculiarly situated 
as England, but less fortunately s^^iated and more back- 
ward countries could not afford the lu'xpry. Other causes, 
mainly nationalist and political, combined to induce a 
considerable reabtion against the theory of laisaez-fairc, 
especially in countries where the practice of prot(jctioii had 
never been abandoned. On the side of theory, the publica- 
tion in 1841 of Friedrich List s Natioml Political Eronon^y 
proved a very effective counterblast to Adam Smith’s^cos- 
mopolitan doctrine. On the side ot practice the rapid 
progress of Germany seemed to suggest that industrial 
prosperity was at least not incompatible with high 
protection. 

Between 1880 and 1910 the foreign trj^e of Germany ill. Pro- 
increased by no less than 174 per cent. During the same 
period that of the United States, also under a high protec- 
tive tariff^inqreased by 125 per cent. Yet no conclusive 
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argmnent can be drawn from these figures as the 
trade of Belgium, with its free-trade polity increased, 
during the same period, by no less than per cent 
Protectioniat France, on the other hand, could show an 
increase of only 57 per cent, and freejtrade England an 
increase of 74 per cent. Plainly, therefore, fiscal policy 
affords an inadequate explanation of the facts. England 
may take comfort from the fact that it is impossible for a 
country, which has so long led in the^^race for commercial 
supremacy, to show so large a percentage increase as rela- 
tively new countries like Germany and the United States. 
France, on the other hand, may derive such comfort as she 
can from the. fact that to a Country with a stationary 
population, and a population which is in an exceptional 
degree self-sufficing, foreign trade is a factor in commercial 
prosperity of relative insignificance. 

The issue. It would, however, be disingenuous to deny that the 
apostles of Free Trade, whether in theory or in practice, 
had been compelled, by the events of the last half century, 
to adopt a somewhat less confident and dogmatic tone. 
Nor has Protection over lapked* advocates even in fwe- 
trade England. The argi^nt for Proleciion is not, how- 
ever, by any means, y^clusivoly economic. The mer- 
cantilists, as we hav'. seen, were inspired more by political 
than by fiscal considerations. Free Trade, it is argued, is 
inconsistent with that spirit of Nationalism which has 
certainly been one of the most potent factors in moulding 
the destinies of the modem world. Nor is it more con- 
sistent with that regard for the weaker brethren which 
mere humanitarianism, to say nothing of Christian ethics, 
would enjoin. Free tiwle is frankly based upon the com- 
petitive principle. The doctrine seemed to derive sub- 
stantial support in the middle years of the nineteenth 
century from biological research an(f from the triumph 
of the Darwini^ theory. But the survival of the fitt^ 
would seem to involve, at least in commerce if not in the 
animal kingdom, the disappearance of the less fit. To 
Carlyle lameZ'faire seemed to resc^lve itself^m practice, 
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or {Mtern&l spirit invoked by social reformers like Lord 
Shaftesbury, Charles Kingsley, John Ruskin, and others 
of like views, has undoubtedly in the last half century 
exercised an immepse influence in England and elsewhere 
upon the policy of the State. Social legislation has 
reflected the marked reaction against the doctrine of 
Idimz-fai/re, This reaction or movement towards a widen- 
ing of the sphere of governmental interference would seem 
to be in complete harmony with the growing influence of 
Protection. It is therefore curious, not to say paradoxical, 
that the advocates of ^ State interference in domestic 
affiurs should almost invAiably, in England* at any rate, 
be pronounced* Free Traders. John Ruskin, for example, 
announced himself in Unto This Last as ‘an utterly fear- 
less and unscrupulous Free Trader’. He refused to admit 
even the idea of reciprocity. ‘Let other nations if they 
like keep their ports shut ; every wise nation will throw 
its own open Nevertheless, with characteristic incon- 
sistency, Ruskin denounced the principle of competition, 
and refused to contempiatti tM^ddea that agriculture should 
ever be permitted Ho fall int^V|ecline, or that England 
should concentrate her economic a^.yities upon the produc- 
tion of cotton and coal. 

Yet in the Protectionist armoury there is no stronger 
weapon than that supplied by the argument in favour of 
maintaining a judicious variety of industries. It cannot 
indeed be denied that the principle of division of labour, 
carried to its logical conclusion, might very well condemn 
any given community to the production of a single com- 
modity. Were the whole world to a(l(>pt the policy of Free 
Trade, England, for example, might be found to possess no 
relative advantage over other countries save in the produc- 
Hon of coal. To reduce the* whole of England to a coal- 
field might conceivably be to her economic ?id vantage, but 
it is difficult to understand how such a consummation coulfl 
be reconciled with the doctrine of beauty which Ruskin 
* p. 91 
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never tired of preaching. Another favourite argan^t ^ 
the Protectionist, particularly potent at periods when the 
problem of unemployment looms large in the pubKc eye, is 
the duty of finding employment rather for your own people 
than for the foreigner. The argum^t is undoubtedly 
impressive, but the Free Trader does not admit it to be 
conclusive. Protection, he contends, may alter the distribu* 
tion of employment, but cannot increase the aggregate 
amount of it. The exclusion of foreigij, gloves, for example, 
may lead to more regular employment for English glove- 
makers. If, however, the consumers of English gloves are 
compelled to pay more for their gloves, they will have so 
much the less to spend upon tlieir hats or their shirts. A 
protective duty on gloves may therefore, while increasing 
employment in Worcester or Yeovil, throw out of employ- 
ment the hat-manufacturers of Stockport, and may close 
down some of the linen mills of Belfast. 

‘ Make the The Protectionist, however, is ready with his riposte. If 
^reigner should fail to relieve unemployment, it will at 

least mitigate the burden of taxation. If foreign goods 
penetrate into English mar^wS you can, at least, make the 
foreign producer pay fojy^he privilege^ he enjoys and so 
relieve the burdens j*^posed upon your own industries. 
This argument des^ ves and will receive further considera- 
tion when we pass to the problem of taxation. Here it 
must suffice to observe that the question bf the incidence 
of any given tax cannot be quite so summarily dismissed. 
The general consensus of economic opinion inclines to the 
view that the burden of taxation cannot be so easily 
transferred from th^ consumer to the producer ; but much 
depends on circumstances, and further consideration of 
this difficult problem must be deferred. There remains an 
argument which is almost purely political : namely, that 
a protective tariff can be utilized in 6rder to give a pre- 
ference to your friends as against your enemies, and more 
pkrticularly to your relations, even at the expense of your 
friends. The argument for Imperial preference, so strongly 
urged by the late Mr. Josejrfi Chamberlain, and cautiourfy 
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mAmUed into English fiscal policy by the efforts of his 
SOHi^ makes a natural and a wide appeal, and cannot be set 
aside on purely economic grounds. 

These are among the factors which have undoubtedly 
contributed to a weakening of the Free Trade position 
even in the country of its origin. No economist can say 
positively and dogmatically that they ought not to be 
permitted to prevail. He is, however, entitled, nay im- 
pelled, to point ouii that it would be difficult, if not 
impossible, for Great Britain now to retrace its fiscal steps, 
without a large redistribution if not an appreciable dimi- 
nution of the existing population. The pursuance for 
three consecutive generations of the policy of Free Trade 
has, in combination with other economic tendencies, pro- 
duced three striking results. First, it has led to an increase 
of population wholly disproportionate to the land-area and 
to the ability of the soil to maintain the population planted 
upon it. As already pointed out, the soil of Great Britain, 
if cleared of all buildings and divided up to the last 
inch of mountain ai^ waste, would give to every person 
now living upon it If acres. Secondly, the territorial 
division of laboui- Whs led to tne concentration of a very 
large proportion of the population i,-, cities, and in mining 
villages. In short, Free Trade has lar^ dy contributed to 
the urbanization of England. Thirdly, a large proportion 
of the population, something between a half and two-thirds, 
has become wholly dependent for its daily subsistence upon 
imported food. 

The vast volume of imports, largely food and raw 
material, can be paid for only by a correspondingly vast 
volume of exports. The possibility o? exporting English 
products depends, however, very much upon two factors: 
on the one hand, upon the ability of Great Britain to 
absorb imports from abroad ; and, secondly, upon the ability 
to produce her cottons, woollens, machinery, and coal, at 
prices which her foreign customers can afford to pay. The 
imposition of a protective duty upon foreign foodstuffs 
* In the Budget jff 1919, 
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would admittedly increase the price of food to the Sngli d i 
consumer. If it failed to produce this effect, the protective 
duty would afford no encouragement to English agriculture. 
If it did produce this effect, it would necessarily enhance 
the cost of living, and recent experience has conclusively 
demonstrated that a rise in the cost of living involves a 
rise in the rate of wages. But of all the elements in the 
production-cost of commodities, as in the cost of their 
distribution and transport, wages a^e by far the most 
important. Consequently, every rise in the rate of wages 
diminishes the power of Great Britain to sell her products 
abroad, and conversely the wiljingness of the overseas 
producer of Vood to supply th^ necessities of«>the British 
population. « 

Yet the statistics of our foreign trade appear, at first 
sight, to throw some doubt upon the accuracy of these 
deductions. For a long time past, the value of English 
imports has greatly exceeded the value of exports. It was 
not always thus. In the year 1355, the value of exports was 
£294,000 or 28. 6d. per head of the inhabitants as compared 
with £120,000 of imports Ox la' per head. Under James I 
exports were valued at £2,091,000 or 88. M, per head; 
imports at £2,140,00CKor Ss. per head. By the close of the 
seventeenth cento*"^ exports led by only one penny, 158. Id. 
to 158. ; and thoiigh the volume of trade largely increased 
in the course of the eighteenth century this precision of 
balance was not seriously impaired. During the nine- 
teenth century the balance tilted increasingly in favour of 
imports. Since the full effect of the industrial revolution, 
combined with th^ Free Trade policy, has been reflected in 
the statistics of foreign trade, there has been an ever- 
growing disparity. Thus, forty years ago (1882), British 
exports amounted to £214,060,000, or £6 178. per inhabitant ; 
imports to £348,000,000 or £9 16^. per head. By 1905 
the total of exports reached £329,816,614 ; of imports 
' £565,019,917. For 1913, exports were £525,245,289 and 
imports £768,734,739. 

The facts are indisputable ; the disparity is evident, but 
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tufy different are the interpretations suggested respectively 
by Protectionists and Free Traders. The Protectionist is 
apt to argue that such a disparity indicates extreme debility 
and proves that Great Britain must be living on her capital ; 
plunging like a reckless spendthrift down the slippery slope 
of extravagance towards the yawning abyss of bankruptcy. 

The Free Trader is more optimistic. If the foreigner is 
willing to supply us with so large an amount of his 
products for a quantity of ours so comparatively small, 
we should be only too grateful and rejoice that the industrial 
activities of England command so generous a remuneration. 

Neither interpretation, we shall see, discloses the real 
facts of the situation. In passing, howevel, it may be 
observed that the phenomenon is not peculiar to England, 
nor indeed to Free Trade countries. For the half decade 
between 1908 and 1912 the imports of France, excluding 
goods in transit, amounted to 35,077,000,000 francs, her 
exports 29,716,000,000 — an average disparity of over 
1,000,000,000 francs. Yet France is reckoned to be 
substantially self-sufficing. 

The explanation of the rfppaVent paradox is simple. The invisible 
excess of imports itf far from indicating an easy descent 
to Avemus, partly because the phenoL;enon is more apparent 
than real. The analogy of the indi\i.^ual spendthrift is 
wholly irrelevant. We are not living l3yond our income 
nor encroaching upon capital. On the contrary we were, 
prior to the war, steadily adding to the volume of our 
foreign investments, to the amount perhaps of £100,000,000 
a year, and thus strengthening our position as a creditor 
country. Nor does the analogy of the individual trailer 
serve any better. We were not buying more than we sold. 

The simple truth is that all we bought was visible ; that 
much that we sold was invisible. 

The earnings of shipping and other mercantile services Freights, 
are alone reckoned to amount to about £100.000,000 a year 
in excess of the corresponding payments due from this 
country to foreigners. A simple illustration will elucidate 
this point 1,000 tons of coal ane shipped from Cardiff to 
14* 
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Montreal at lOs. a ton {f.o.b.). The declared value of the 
export, is, therefore, £500. By the time the coal is landed 
at Montreal it is worth, say, £1,000. To pay for it Canada 
exports £1,000 worth of wheat. On its arrival at Cardiff 
the wheat is worth £1,500. On that* single transaction 
the disparity between exports and imports is, therefore, 
£1,000. The difference has gone into the pockets (mostly 
English) of the shipowners and the mercantile marine. 
Plainly, in such a case (purposely exaggerated), the dis- 
parity has not spelt a loss to England. 

A second source of invisible payment for imports is or 
was to be found in the interest due on English capital 
invested in overseas countries. The amouht of the 
capital was commonly reckoned, before the war, at about 
£4,000,000,000, and the interest at from £170,000,000 to 
£190,000,000. Not the whole of that interest was remitted 
to England in the shape of commodities, but a large pro- 
portion of it was, the balance being reinvested overseas, 
and thus further strengthening our credit.' 

A third explanation was supplied *by Mr. Joseph Cham- 
berlain in one of the most ^famous of his early speeches 
(1881). A Birmingham manufacturer ' exports to Nigeria 
brass deities, each vaKed at 10s. ; he sells them to African 
chiefs at £3 api»^, and with the proceeds he purchases 
rubber which on ifeaching England is valued at £4. Export 
10s. ; import £4 ; but the disparity implies no disadvantage 
to English traders. 

Other, but less important items, which contribute to the 
volume of invisible exports, are supplied by the com- 
missions earned by ^he overseas operations of bankers and 
brokers; and by the profits on tourists, estimated in the 
case of France at £16,000,000; of Italy at £14,000,000, 
and of Switzerland — perhaps too modestly — at £8,000,000. 
Under this head, the balance would probably be against 
England, and" certainly against the United States of 
America.^ 

^ Gide {op. cit, p. 333) estimates the pre-war revenue of Franco 
from foreign investments at frgm £60,000,000 to £80,000,000. 

* p. 834. 
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The explanation offered in the preceding paragraph is 
not exhaustive, but it may suffice to dispel the alarm 
manifested by protectionists when confronted with the 
figures of foreign trade. One final and conclusive argument 
may, nevertheless, ‘’be added ; not free-trade England only, 
nor protectionist France exhibits this phenomenon; the 
aggregate value of the world’s imports was, in 1904, 
estimated to be 4 milliards of francs in excess of the world’s 
exports. There is,® needless to say, more than one im- 
portant country which shows a balance the other way. 
The United States, for example, exported in 1921, £389^ 
millions more than she^ 'jnported, or if bulHon be added 
no less than £530 millions. Argentina was £154^ millions 
in excess. But these facts make more remarkable the 
aggregate excess of world’s imports. Yet the phenomenon, 
though superficially unintelligible, is really susceptible, in 
the light of the explanations furnished in the preceding 
paragraphs, of a simple explanation. Quantities must 
exactly balance, except for losses in transit : but it is not 
quantities but mlu^ witlj w^ich we have been concerned, 
and as Gide pertinently points out it is not surprising that 
the goods imported — that is to say goods at their destina- 
tion — represent a greater value than*+he goods exported — 
that is to say gooas at their starting-poi t.' 


It remains to ask, in conformity with the plan of jjhis Ethical 
book, whether there are any ethical ^saes involved in the 
general problem of international trade ? We may at once 
exclude discussion as to the morality of particular trades, 
such as the traffic in. human beings; in opium; in noxious 
drugs ; the sale of alcoholic liquors or firearms to ‘ back- 
ward ’ peoples, and the like. If, on ethical grounds, it ba 
decided that such trade is wrong, it must, however great 
the economic advantage which may accrue from it, be 
Ibid,, p.^33. 
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denounced and abandoned. There is no commingling of the 
issues : no balance between contradictory contentions can be 
struck. 

It is otherwise with the problem of Free Trade and 
Protection. Here it is often necessary for the practical 
statesman to weigh the politicj.1 argument against the 
economic, and for the moralist to equate ethical and 
economic values. For instance, adherence to a policy 
of Free Trade might conceivably lead** to the extinction of 
the agricultural industry ; the country side might then be 
left completely derelict save as a pleasure ground, and the 
whole working population be i^iw^pt into the towns. The 
politician might therefore intervene with the plea that 
a sturdy agricultural population was essential to the 
security of the State ; the student of eugenics or hygienics 
might insist that a teeming countryside was important 
on grounds of public health; while the moralist might 
condemn the concentration of the people in cities. It might 
be that none of these pleas would prove of sufficient weight 
to counterbalance the econoiuic advantages derivable from 
an international division of industries which condemned 
England to supply the world with coal and cotton. It might 
be otherwise. BuL^ch considerations are at least capable 
of equation; andAhe statesman is, as a fact, consciously 
or unconsciously, perpetually equating them. 

An even wider issue was raised in the earlier campaigns 
of the Manchester School. Bright and Cobden believed 
that in preaching the faith of Free Trade they were also 
making straight the path for peace between the peoples. 
The free-traders werj not ‘ cotton spinners all*; CoMenism 
had its idealism as well as its commercialism ; the breaking 
down of fiscal barriers was only to be a prelude to the 
proclamation of a universal peace. Those who 

Dipt into the future, far as human eye could see, 

Saw the vision of the world and all the wonder that 
would be, 

Saw the heavens fill \^ith commerce, argosies of magic 
sails. 
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Pilots of the purple twilight dropping down with costly 
bales, 

Till the war drum throbbed no longer, and the battle 
flags were furled 

In the parliament of man, the federation of the world. 

The dream which inspired the Manchester School found 
its apotheosis in the International Exhibition of 1851. 
The great building of glass which temporarily housed the 
products of many peoples was to be a permanent temple 
dedicated to Peace. To the high-priests of the new cult 
Tennyson addressed his famous adjuration : 

0 ye the wise who think, the wise who reign, 

From growing coAmerce loose her lat-^st chain, 

And let. the fair white- wing’d peacemaker fly 
To happy havens under all the sky, 

And mix the seasons and the golden hours, 

Till each man find his own in all men’s good 
And all men work in noble brotherhood, 

Breaking their mailed fleets and arm^d towers, 

Aind ruling by obeying Nature’s powers, 

And gathering all the fruits of earth. 

And crowned* with^ all^ her flowers. 

But the drama faded. The initiation of a free-trade policy 
in England found few imitators. So far were the ‘wise 
who reigned ’ from loosing Comm^n'e’s latest chain that 
they reimposed the shackles with inci msed determination, 
and busily occupied themselves in building higher and 
higher the massive walls of protective tarifis. Behind the 
walls built by Bismarck according to the plans of last, 
Boon and Moltke constructed their great camps and armed 
the entire nation. Other continental powers preferred to 
follow the military lead of Gertnany rather than the 
economic lead of England. 

Was there, however, any causal connexion between 
militarism and Protection ? Would the great armies have 
not been raised in equal numbers even if the Governments 
had followed the lead of the English free-traders ? • It 
might have been so ; we cannot tell. But there is one 
observation which seems to Ije pertinent in this connexion. 
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Protection does not necessarily involve prohibition. As a 
fact, the military Powers derived a large revenue from 
customs duties. Militarism combined with Free Trade 
would have necessitated heavy direct taxation. Would 
the peoples who submissively paid thei^: indirect taxes for 
the support of large armies have been equally docile if 
subjected, on a commensurate s(&le, to direct taxation? 
Again we are in the realm of hypothesis, but the questions 
may at least serve to suggest a possible connexion between 
the ethical convictions of the Pacifists and their economic 
policy of international trade. 

It may well be that the time is not yet ripe either for 
universal freei trade, or for universal disarmament. But 
the disciples of the Manchester School, even if their pro- 
posals were premature and their policy was carried out 
with undue precipitancy, were at least rigidly logical. 
They hoped for and expected the reign of peace, and they 
desired to accelerate its advent by throwing down all com- 
mercial barriers, and by treating the whole world as a fiscal 
unit. They failed ; but who shall say that their success 
might not have averted Armageddon ? 
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CHAPTER XV 

SPENDING, SAVING, AND GIVING 


THE USE OF WEALTH 


‘A true theory of con^^ption is the keystone of political 
economy. ’—J. N. Keynes, ^ope and Method of FMitical Economy y 
p. 107 (1891). , 

‘ I have fearlessly declared your so-called science of Political 
Economy to be no science ; because, namely, it has omitted the study 
of exactly the most important branch of the business— the study of 
spending . — Buskin, Croton of Wild Olioty § 77 (1869). 

‘ It matters far less for the future greatness of a nation what is the 
sum of its wealth to-day, than what are the habits of its people in the 
daily consumption of that wealth. ~F. A. Walkeb (1883). 

‘ Jesus being not a deviser of social programmes does not enter into 
the question of the economics of thrift ; but as an inspirer of personal 
lives offers a teaching which hhs ^distinct bearing upon the ethics of 
saving. The reason which that teaching would emphasize for en- 
couraging the saving of money is not that it makes more money, but 
that it makes better men,’— Professor P. P. Peabody. 


T here is a broad distinction between ‘ what is ’ and 
* what ought to be and througlout this book an 
attempt has been made to observe it. In regard to 
the production, the distribution, and the exchange of goods 
we can discern certain uniformities which we designate as 
* laws *. The uniformities are, however, of a broad and 
general character, and within the ggn<*rou8 boundaries of 
their operation, there is ample room for the exercise of 
human will ; for an endeavour to bring the transactions 
of everyday life into^conformity with ethical maxims, with 
‘ what ought to be ’. But the bounds though generous 
are inexorable. In the department of Economics to which 
we now pass, the limits, though not less inexorable, are even 
more generous, for we have now to consider the problems con- 
nected with the consumption of^Vealth, or in less technical 
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language the use which is and ought to be made of the 
commodities which the processes of production, distribution, 
and exchange place in the hands of individuals, or of the 
State, acting on behalf of the community. But it is with 
individuals that we are primarily, in this matter beyond all 
others, concerned, since the State can have no wealth to 
expend, save by the complaisance or through the coercion 
of individual citizens. 

There is, perhaps, no portion of our Ifubject where Ethics 
are so closely and so obviously interwoven with Economics. 
But because the two strands so closely intermingle there is all 
the more reaqon to be precise in discrimination ; and at the 
outset we must notice a possible source of confusion. The 
‘ right use of wealth * is a common theme for the moralist ; 
but the homilies of the preacher are generally addressed to 
those who are conventionally regarded as ‘ wealthy * — the 
man who has great possessions. The Economist is concerned 
with the pennies of the poor, not less than with the pounds 
of the opulent. To him the crumbs which fall to Lazarus 
are, in their degree, as much , wealth as the rich banquets of 
Dives. The proper utilization of wealth by those who 
individually have little of it is, indeed, of supreme concern 
to the economist since they are many in number, and their 
aggregate consumption is consequently so large. For example, 
of the total cons/mption of alcohol in 1921, 79*3 per cent 
was consumed as beer, presumably the drink of the * poor * ; 
17-5 as spirits, and only 3-2 per cent as wine, cider, and 
perry. None the less, the expenditure of the ‘ rich * must 
receive careful consideration in this chapter. 

It is a truism to' say that the end and purpose and com- 
pletion of production is consumption. Money bums a 
hole in the pockets of a schoolboy. No one would grow 
strawberries if no one would eat them.^ Consumption, there- 
fore, must govern production. Human desire, if translated 
into effective demand, is at the root of all Economic science. 
It seems, therefore, the more remarkable that this 
department of Economics should have received less 
specific attention, and sh6^ild have b^n less subjected to 
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separate analysis, than the processes discussed in the 
preceding chapters of this book. But it will be observed, 
on the one hand, that this comparative neglect is perfectly 
consistent with the classical theories of value which laid 
stress upon Labohr, cost of production, or supply, rather 
than demand ; on the other hand, that the problem of con- 
sumption is really implicit in those of production, exchange, 
and distribution. The place assigned to the first would 
seem, therefore, fb be a matter rather of convenience of 
arrangement than of economic principle. Nevertheless, it 
is not without significance that the more recent economic 
treatises, such as thos^ c^f Walker and Gi^,e, should have 
treated the ]^roblem of consumption specifically and apart. 

Ruskin, after his manner, made great play with the Ruskinon 
supposed delinquencies and deficiences of the orthodox tion!***”^* 
economists in this regard : ‘ they had utterly neglected the 
study of spending Thus he wrote in The Crown of WUd 
Olive as late as 1869. But he had already in U nto this Last 
made the same point with similar emphasis. ‘ Economists 
usually speak as if there vjer^o good in consumption absolute. 

So far from this being so, consumption absolute is the end, 
crown, and perfection of production, and wise consumption is 
a far more difficult art than wise production. Twenty 
people can gain money for one who can use it; and the 
vital question for individual and for dation is never “ how 
much do they make ”, but “ to what purpose do they spend 
And again : ‘ the final object of political economy is to get 
good method of consumption and a great quantity of con- 
sumption ’. And once more : ‘ It is the manner and issue of 
consumption which are the real te^*of production. Pro- 
duction doth not consist in things laboriously made, but in 
things serviceably consumable ; and a question for the nation 
is, not how much ^abour ih employs, but how much life it 
produces. For as consumption is the end and aim of pro- 
duction, so life is the end and aim of con^mption.* ' Af so 
commonly happened, Ruskin emphasized an important truth, 
but deemed it necessary in doing so to ignore or depreciate 
* VntoT^ PP#144, 150, 155. 
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the work of his predecessors. ‘ Consumption wrote Adtto^ 
Smith, * is the sole end and purpose of all production ; and 
the interest of the producer ought to be attended to only so 
far as it may be necessary for promoting that of the consumer. 
The maxim is so perfectly self-evident that it would be absurd 
to prove it.’ It was, indeed, one,, of the main counts in 
Adam Smith’s indictment of the mercantilists that the 
interest of the consumer was so constantly in their system 
sacrificed to that of the producer, and' that they seemed 
to regard production and not consumption as the ultimate 
end and object of all industry and commerce.^ The French 
economist, J. B. Say (1803), an^ ]t^e Russian economist, 
Henry Storch'(1815), treated the consumption of wealth as 
a definite division of the subject. N. W. Seniof emphasized 
the point that wealth is ‘ produced for the purpose of being 
made use of and even J. S. Mill, by his insistence on the 
distinction between productive and unproductive labour, 
implicity recognized the importance of consumption. Still, 
Ruskin here, as elsewhere, did good service by emphasizing 
the point, the importance of wl\ich, though not ignored, had 
perhaps been somewhat inadequately enunciated. 

There is, however, little danger that wnat are now known 
as the * Dynamics ’ of wealth will ever again be neglected ; 
least of all when an attempt is made to treat of the Ethics 
as well as the Eq^ynomics of Wealth. The very word 
* Economics ’, properly the ‘ ordering of the household 
would seem to recall attention to this aspect of the subject. 
The household is, indeed, specially concerned with the art of 
wise spending and the avoidance of waste. But what is 
waste? Strictly regarded, everything is waste which 
is not productively consumed, nor can anything be produc- 
tively consumed except by someone who is himself a pro- 
ductive labourer ; nor is anythmg productively consumed, 
even by a productive worker, which is in excess of neces- 
saries. This statement compels us, however, to give a 
somewhat extended connotation both to ' productive ’ and 
to * necessaries ’. The whole subject is indeed of considerable 
* Wealth of 'Rations, iv, c, 8. 
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compleadty. Even the straitest economic Pharisees would 
admit that anyone is doing productive work who produces 
any commodity or renders any service in return for which 
he can obtain anything of value. The moralist, on the other 
hand, would be inclined both to extend and to narrow this 
definition. He would regard as essentially productive much 
work for which nothing ever has been, or ever will be, given 
in exchange. The laborious research of a Casaubon, for 
example, frequentl|^ turns out to possess no exchange value. 

On the other hand, the moralist would refuse to apply a term 
so honourable to much work and many services for which 
there is an eager competitive demand. 

Perhaps it may help to unravel a complicated issue if we Essential 
recall the C/i^perience gained during the recent war. During g* 
that period the whole nation was mobilized for public 
service. Economic truths were accentuated, familiarized, 
and, in a sense, simplified by the entire concentration of the 
activities of a whole community on one supreme task. People 
rightly looked askance upon anyone who was obviously on 
personal pleasure J)ent, and hardly less upon those who 
merely ministered to pleasure or luxury. Thus, long before 
conscription was applied, every patriotic citizen released his 
footman and liis younger gardeners. A more delicate and 
more difficult question was raised by the exemption, say, of 
a young teacher, a younp^ actor, or a curate. Was the 
amusement of the people an essential national service during 
war-time 1 Was even the teaching of the young, or the 
cure of souls ? Many people will answer all three questions 
in the affirmative. Some may answer one or more in the 
negative ; and for every answer, even though contradictory, 
there may be something to be sai(X It might reasonably 
be agreed that it was a real national service to keep up 
the spirits and to sustain the morale of the home-workers, 
and that even the \nen at the front would be inspired and 
comforted by the thought that those whom they had left at 
home, whether to work or merely to wait, were not deprived 
of the consolations of religion or even of the distractions of 
entertainment. That those who were at work in laboratory 



ECONOMICS AND NTMlCS 


The mobi* 
lization of 
national 
resouroea 
in peace- 
time. 


What ifl 
essential 
Serdoe ? 


or mine, in office or factory, were doing service not leei 
essential to the winning of victory than the men at the 
front — even if the former obtained for their service a reward 
grossly disproportionate as compared with the latter— will 
not and cannot be denied. The essential point is, however, 
that during those years of strain and stress, every man and 
woman of conscience put to himseif the question : Is my 
expenditure of energy and time the most effective and 
economical from the point of view of ^attaining the one 
object which really matters? As time went on that 
question was answered for all, except the aged, by the 
imperative orders of the State. Similarly, the problem of 
economic conssumption was also temporarily solved by 
State action; the principle of sumptuary legislation was 
applied to the minutest detail of daily existence ; in short, 
the whole resources of the State were mobilized for victory. 

How far are the lessons inculcated by war-time experience • 
applicable to peace ? It would, of course, be sheer affectation 
to suggest that the same rigid standard of * productive 
labour ’ or necessary consumption should be applied in time 
of peace. But economists ana moralists are agreed that 
even if the connotation of * necessity * and ‘ productive * be 
greatly enlarged the same principle must be rigidly applied 
to peace-time as to war. Only those who work, who 
contribute to the State some form of national service, are 
in strictness entitled to eat. 

To many who have watched an August crowd at Vichy, 
or Aix, or Karlsbad, the thought most have often occurred— 
for what purposes are these people being cured? Would 
the world be worse off if an earthquake were to swallow 
them en masse ? Evidently in answering that question we 
must discriminate. Among the crowd at Llandrindod, or 
Harrogate, or Aix, or Vichy, may be many men and women 
still capable of effective service and p.’oductive labour in 
the strict economic sense. There may be many again whom, 
for social or domestic reasons, it is important to restore to 
health and vigour. Even the confirmed invalid, bed-ridden 
and helpless, may be perfompng, either actively or passively, 
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6Meiitial nationa] service ; it may be only by the influence 
of a beautiful character ; it may be simply by the example 
of suffering patiently endured; it may be merely as an 
object of unselflsh devotion and altruistic service from others. 
Plainly, this is a matter on which a dogmatic decision were 
out of place. Bu£ it is also of the highest significance, 
both economic and ethidal, to consider very carefully how 
far it is justifiable to provide even necessaries for entirely 
unnecessary people ; how far it is justifiable to provide 
anything beyond necessaries for anyone ; and finally, how 
* necessary ’ and * necessaries ' are to be defined. 

It may clear the path of a difficult argument if we deal 
first with points on whielv we may assume a general agree- 
ment. . Fir^ there may quite well be overwhelming reason, 
social or ethical, for keeping alive ‘ unnecessary ’ people, 
that is, people who are incapable of rendering any economic 
service, but there cannot be any economic reason for doing 
this; though we must be exceedingly careful as to the 
definition of ‘ economic service before, even on economic 
grounds, we condemn such persons to euthanasia. Secondly, 
it cannot be economically justifiable to provide luxuries, or 
even necessaries, in, excess for anyone. Thirdly, it is not 
economically sound or ethically right that any person, 
necessary or unnecessary, should have luxuries while effective 
workers lack any of those things which conduce to efficiency. 
Fourthly, it is on every ground impor;(ant to enlarge the 
desires of men, or in other words to raise the standard of 
comfort. As Professor Roscher has truly said : ‘ A much 
greater number and the longer continuance of his wants 
are among the most striking differences between maq and 
the brute. While the lower animqls^have no wants but 
necessities, and while their aggregate wants even in the 
longest series of generations admit of no qualitative increase, 
the circle of man’s wjtnts is susceptible of indefinite extension. 
And, indeed, every advance in culture made by man finds 
expression in an increase in the number and in the keenn^s 
of his rational wants,’ 

A good deal may be thought^to turn upon the interpreta- 
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tion of the epithet * rational'. But even so it is perhaps 
dangerous to assume that the aphorisms enuxusiated above 
will command universal assent. Expenditure on commodi- 
ties, which are admittedly not necessary and even con- 
spicuously luxurious, is frequently justified on the ground 
that such expenditure is good for trade. That fallacy has 
been with many others, for all time, exposed by the genius 
of Bastiat. The hilarious undergraduate who goes round 
a College quadrangle smashing every pane of glass within 
his reach is indulging a taste for luxury, and the money 
expended on repairing the damage he has wrought will 
certainly give satisfaction to the glaziers. Thus luxury of 
window-breaking is certainly gddd for a particular trade. 
Similarly, the fashionable costumiers of Bond-Street* or the 
Rue de la Paix undoubtedly derive great benefit from what 
is generally called a ‘good season' in London. But the 
problem which economists have to solve is how far such 
expenditure is good, not for particular trades, but for trade : 
how far it tends to increase the aggregate wealth of the 
community. One admission may, at the outset, be made. 
It is quite conceivable that it may stimulate productive 
labour to permit a considerable latitude in expenditure to 
those who succeed in the economic race. To incite the 
industry and then deny to the industrious the fruits of toil, 
even if the fruits be over-rich and over-abundant, would be 
as absurd ethically as it would be economically disastrous. 
But, things being as they are, the faithful steward will 
scrutinize very closely all expenditure beyond that which 
can obtain economic justification. Whether or not we can 
in law assent to the principle of absolute ownership, no 
scrupulous or high-manded man can regard himself as 
otherwise than a steward or trustee of those goods with 
which he is temporarily endowed. 

It may be asked, however, Mat a nJin is to do with his 
income if he does not spend it? Every one spends his 
income ; but the difference between the wise man and the 
fool lies in the skill with which he discriminates between 
the several objects of expenditure. Even saving, as we 
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hate already argaed, is cmly another method of spending. 

No one, as already observed, is likely to applaud the 
methods of the miser nor to commend his motives. Never- 
theless the economic effects of miserly saving are less 
injurious to the community than those of the popular 
spendthrift. Yet even ^ in regard to the expenditure of 
the spendthrift it is necessary carefully to discriminate. 

Some spendthrifts are economically much less injurious to 
Society than otheis. For the mere gambler no moralist 
has ever had a good word. ‘Gambler,* says St. Cyprian, 

* who ever thou art, thou sayeat that thou art a Christian, 
but indeed thou art not.* ‘It is not possible’, says a 
modem writer, ‘to bring gambling within the list of 
pleasures c«cisistent with our three principles — (1) that we 
should set our hearts on the true riches ; (2) that we are 
God*s trustees for all we possess ; and (3) that we are to 
consider the good of others in what we do with our money. 

As a matter of fact, if our minds are really set on the tme 
riches, we shall find no pleasure in gambling ; if we live as 
God’s trustees, we shg-11 not ^el entitled to risk any money 
on it, and as members of the one family of God we shall 
not care to get monty one from another in any such way.’ ^ 

Of betting, Charles Kingsley said, ‘Look at it upwards, 
downwards, sideways, inside out, and you will never make 
anything out of betting save this, that it is taking advantage 
of your neighbour’s supposed ignorance.*^ 

Yet to the economist, tlmre are ways of spending money Gambling 
much more reprehensible than betting and gambling. Only 
in a very small degree, if at all, can the mere gambler, ing. 
playing cards, let us say, for high points, be said to diVert 
labour into unproductive channels ibr the supply of his 
luxuries. Gambling is, in the economic sense, purely 
negative. It does not, of course, increase the aggi-egate 
supply of wealth, not] on the other hand, does it diminish 
it. It may involve moral delinquency, aiad it can work 
economic benefit only on the unlikely hypothesis that thh 

* Personal Expenditure^ by Archdeacon Page Cox, p, 11. 

• Quoted ihid, ' 

15 
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money lost or gained passes from relatively irre^Kmsibk 
hands into more responsible and prudent stewardship. 
The gambler who consistently won at cards, or even on the 
balance, and who carefully invested his winnings would 
be a distinct and direct benefactor to Society : but the 
specimen is certainly not commoij. Still, the person who 
plays whist for threepenny points may at least lay this 
flattering unction to his soul that he stands at the bar 
of economic opinion in less disgrace than the man who 
drinks a second glass of beer, or a second cup of tea, where 
one would have amply sufficed to sustain him in full vigour 
of body and mind.^ 

It may be asked whether it is morally right or econo- 
mically sound that anyone should have the "^/he^ewithal 
to gamble or expend wealth on luxuries when so many are 
still deficient in the supply of necessaries of life. Such 
a question raises once more the problem already discussed 
of the distribution or the redistribution of wealth. But 
without re-entering upon that question it is pertinent to 
observe that by no means alj the expenditure even of the 
poor is necessarily ‘productive'. Quite otherwise. The 
amount spent, for example, upon alcoholic liquors, mostly, 
as we have seen, by the relatively poor, reached in 1920 the 
stupendous total of £469,700,000 or £10 per head of the 
whole population^ men, women, and children; or £16 168. 
per adult (over 21). The economic ideal would be that 
every citizen should be engaged^in ‘ productive ’ work, and 
that every productive worker should spend just so much 
as, and no more than, would suffice to keep him at the 
highest possible «point of fitness, physical, moral, and 
intellectual, for the performance of his particular job. 

^Danger of An objection may be raised, that if this ideal were realized, 
ducWw"? would rapidly oyertake consumption, and that 

the marts of the world would be congested with unsaleable 
commodities. *But the apprehension is groundless. That it 
IS possible that a particular commodity may in a particular 

' I do not, of course, enter ^pon the disputable question, whether 
even one is necessary or conducive to that end. 
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place be produced in excess goes without saying. Uni- 
versal overproduction is, however, a contradiction in terms. 

Every producer is a consumer, and the whole world would 
be better off if every consumer were a producer. England 
is suffering severely from under-employment to-day (1922), 
not because her foreign competitors are producvig too 
much, but because they are producing too little, and 
are consequently unable to utilize the products which 
England would be delighted to supply, were there any 
effective demand for the goods. For mere desire is not 
demand, unless the demand is substantiated by the ability 
to gratify. 

Precisely the same principle applies, of course, to the Illusory, 
home market. Suppose that the agriculturists of Norfolk 
could double the yield of barley. Their increased output 
would enable them to purchase more cottons from Oldham^ 
more woollens from Bradford, more agricultural implements 
from Suffolk. Increased production of cotton, wool, and 
machinery would in turn increase the demand for houses of 
a superior type, foe bicycle;^, perhaps for motor-cars: in 
short would raise the general standard of comfort. There 
is no consummatioif more to be desired alike on economic 
and on social grounds. ‘ Comfort ^ however, is a mis- 
leading term ; culture (wore its associations less unpopular) 
would better express the idea; life, perhaps, best of all. 

The consumption of wealth means the utilization of all 
those things which pos^ss value ; it is verj’^ far from 
meaning destruction. To utilize wealth in the building 
of a house, the purchase of furniture, of pictures, of 
books is ‘consumption’ : but so far from dimiiiishing such 
expenditure will presumably increase the aggregate wealth 
of the community. 

War, on the contrary, inyolves not only destruction, 
but sheer waste on a colossal scale. That the wastage may ° 
be morally or politically justified goes without saying; 
but from the economic standpoint it is a pure luxury, 
like expenditure on other luxuries it is apt to bring great 
profit to particular trades, hvf it needed not recent ex- 
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p^rience to prove that the aggr^te wealth of the oom* 
monity is not thereby increased but grievously diminished, 
and that, while trades flourish, trade is certain to languish. 
If the war does not happen to involve the destruction, 
to any appreciable extent, of fixed capital, (as, for instance, 
a war ^ught in Afghanistan or evjen in South Africa), the 
recovery from its effects may be rapid. The extra effort 
required to repair the wastage may, if fixed capital be 
intact, go far to compensate for the work of destruction ; 
though modern wars are apt to leave a heritage of debt, 
the burden of which constitutes a mortgage upon industry, 
so long as the debt remains unliciuidated. The ‘ luxury ' 
of a war involves, moreover, a general lowering of the 
standard of ‘comfort'. This effect may be tempbrarily 
disguised. It is commonly asserted, for example, that 
never was the standard of comfort among the poor in 
England so high as during the great war. That may well be 
true ; but the high wages were paid for commodities which 
were unproductively consumed ; they were paid not out of 
the product but out of borrowed capital, the interest on 
which and its repayment will impose a terrible burden 
upon industry for generations to come. 

War debt. It is small wonder that amateur financiers should attempt 
to discover a new way to pay old debts, by means of a capital 
levy, the scaling down of interest, or the deliberate depre- 
ciation of the currency by an over-issue of paper money. 
But such quack remedies, thougl^ superficially alluring, are 
only too likely to react prejudicially upon the patient's 
constitution. While affording relief to local symptoms 
they may fatally iegure the vital organs of the body politic. 
To drop metaphor, the adoption of any one of these devices 
might well deal such a blow at national credit as would far 
more than counterbalance any possible advantage which 
might accrue to trade from relief of taxation. 

The vital necessity of the moment is production. Unless 
production is stimulated there can be no demand for labour. 
But production necessitates capital, and the adequate pro- 
vision of capital depends ^argely upon credit Men will 
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not be induced to curtail expenditure upon luxuries, except 
by the well-grounded expectation that such abstinence will 
meet with its appropriate reward : nor must the reward be 
gratuitously jeopardized by harassing legislation, still less 
withheld by confidbatory policy. 

The part which the State may legitimately play in TheSuu 
relation to expenditure, private as well as public, and 
therefore to ‘consumption’, may be more conveniently sumption, 
discussed in the •next section. Plainly it might, if its 
policy were wisely inspired, prove very important. Since 
war is waste, it follows that expenditure upon prepara- 
tions for war can b^iustified only in so far as they 
tend to ensure peace. How far armaments (fo in fact con- 
tribute tdHhat end is a question upon which it would not, 
in the present context, be permissible to enter. What is 
true of war is true, as we shall see, of many other items of 
public expenditure. To the economist these must stand or 
fall according as they contribute to an economic end. 

There is, however, one item of private expenditure, Alma- 
some reference to which seams to be required in a chapter 
devoted to the problem of spending. It is that which 
relates to charity and almsgiving. Christian Ethics would 
seem to leave Christians in little doubt as to their duty 
in this regard. ‘ Give to him that asketh thee ’, is Christ’s 
own precept as reported by St. Matthew.^ ‘ Whoso hath 
this world’s goods, and beholdeth his brother in need, 
and shutteth up his compassion from him, how doth the 
love of God abide in him?’ asks St. John.*^ Lawgivers, 
psalmists, and prophets had inculcated a similar lesson 
before the coming of Christ. ‘ Thou shalt suiely open*thine 
hand unto thy brother, to thy neeSy, and to thy poor, in 
thy land.’ * ‘ Blessed is he that considereth the poor.’ * 

* Is not this the fast that J have chosen ? ... to deal thy 
bread to the hungry, and that thou bring the poor that are 
cast out to thy house,’ * And much more to similar effect. 

Moreover, human instinct concurs with ethical precejpt. 

* V. 42. « 1 John iii. U. ’ Deut. xv. 11. 

* Bb. xli. 1. ^ Isa. Iviii. 6, 7. 
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To give to him that asketh is, to the average man, mu^ 
easier than to turn away his face either from bemr or 
borrower. Is the easier also the better way 1 

This question raises problems both of conduct and of 
theory, which cannot be lightly dismissed. We are con- 
sidering, bo it remembered, how wealth, in the interests of 
the whole community, can be most advantageously used. 
Alike from the economic and the ethical standpoint the 
idea of stewardship is fundamental : the good citizen and 
the good man is therefore constrained to employ that which 
is legally his own, for the common benefit. His giving, no 
less than his spending, must always be governed by this 
dominant principle. How will he translate it into‘ practice ? 

No purse, even the longest, is bottomless. CoAsecfuently 
the giver, even the most cheerful, is bound to reflect that 
every penny which he gives is drawn from one of two 
sources. It may, on the one hand, be subtracted from his 
own unproductive expenditure upon personal luxuries. If 
that is the case, and as long as it is the case, the charitable 
impulse may, so far as the interests of, 4he community are 
concerned, be indulged safely and without limit. It matters 
nothing whether a particular shilling* is unproductively 
spent by A or by ; by the inhabitant of a mansion in 
Berkeley Square or the occupant of a bed in a Salvation 
Army shelter. The beggar may even spend it more pro- 
ductively than th^ millionaire, and in that case the com- 
munity will be the gainer. On tl^ other hand, it is possible 
that the charitable expenditure of the rich man may be 
withdrawn not from the fund set aside for personal ex- 
penditure but from that which is intended for the 
augmentation of capital. We have, indeed, assumed that 
the faithful steward will have already restricted his per- 
sonal expenditure within thj narrowest possible limits. 
On that assumption, every shilling giv&n in charity will be 
withdrawn from potential savings, and in that case the 
question necessarily obtrudes itself, Which is the better 
way 1 Which of the two methods — that of charity, or that 
of augmentation of the capital fund out of which as we 
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kave 86^ wages are, at any rate in the first instance, paid 
•^ia likely to be more permanently helpful to those whom 
the charitable person desires to helpl The only perfectly 
safe rule is that charities should constitute a charge upon 
the funds set asi^e for personal expenses. In that case, 
whatever be the results upon giver and recipient respectively, 
there will be little danger of injury to the community. 

It is, however, impossible to consider the problem of 
charity without «ome reference to the very large sums 
which are now taken in the form of taxes and rates out of 
the pockets of individuals for the relief of the poor, and for 
various forms of what is now officially termed ‘ Public 
Assistance’. The aggregate amount so expended has, in 
recenb years, increased with appalling rapidity. On Poor 
Relief alone over £39,000,000 was expended in Great 
Britain out of rates in 1921-2. In 1701 the amount 
expended (in England and Wales) was less than £1,000,000. 
In 1802 it was something over £4,000,000, and in 1901 
about £11,500,000. Taken by themselves, these figures 
might not, in vie\j of the increase of population, give* rise 
to any special apprehension, but since 1901 the legislature 
has been busy on the work of social reform, with schemes 
for the improvement, in a multitude of directions, of the 
condition of the poorer classes. It might, therefore, have 
been anticipated that the growth of expenditure upon 
Public Assistance would have been rellv cted in the diminu- 
tion of expenditure on pauperism. The institution of a 
comprehensive scheme ot health insurance and of a large 
scheme of unemployment insurance; the imposition upon 
employers of a legal liability to compensate tl^eir workmen 
for injuries arising out of their eiaployment ; a scheme of 
old age pensions ; above all, the provision of education 
gratuitously for all classes who choose to avail themselves 
of it — reforms whi jh touch* the life of the poor at so many 
important points — might have been expected, and were, in 
fact, commended to Parliament in the hope and expectation 
that they would tend to diminish, if not extinguish, the 
expenditure on pauperism. 
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The results have been, in this regard, profoundly die* 
appointing. In 1891 the expenditure on publie eduea* 
tion for Great Britain was about £11,500,000; on poor 
relief about £9,500,000. In 1921 the expenditure on 
education amounted to over £106,000,000; that on poor 
relief, as we have seen, to nearly ;f40,000,000. It is now 
reckoned that after every reasonable deduction has been 
made, after excluding about £90,000,000 per annum 
paid for war pensions, a sum of about £200,000,000 
per annum, an amount equal to the total national ex- 
penditure before the war, is now expended by the State 
and local authorities upon various forms of Public Assist- 
ance. 

The bearing of these facts upon the problem binder dis- 
cussion in this chapter need hardly be emphasized. They 
mean that every man, who could be reasonably described 
as rich, is to-day contributing, under compulsion it is true, 
but none the less contributing, perhaps one-fifth of his total 
income to various objects which may fairly be described 
as ‘'charitable’. The poor m^n is a]^p, of course, con- 
tributing, but for reasons to be explained presently the 
amount of his contribution is less easiiy* computed ; and, 
further, he is not only a contributor but a recipient. Yet 
the question still remains whether the conscientious steward 
should regard himself as thereby absolved from the Christian 
duty of alms-giving. The demands of the tax-collector and 
the rate-collector do not, of cour^, exhaust his charitable 
obligations. He is, in addition, called upon to contribute 
to the support, almost certainly of voluntary hospitals, 
probably of various ^ictivities connected with the religious 
denomination to which* he may belong, as well as to the 
social recreations enjoyed by his poorer neighbours in the 
form of games, allotment associations, and what not. There 
can be few persons among the classes liable to the full rate 
of income-tax who are not called upon to pay out at least 
a fourth of their income in voluntary or compulsory assist- 
ance to their neighbours. This is, be it noted, exclusive of 
that portion of their taxes tod rates which may properly 
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be regarded as a form of insurance for their own persons 
and property, the expenditure upon defence, the main- 
tenance of public order, the promotion of public health, and 
similar objects. 

Yet the warning voice cannot be ignored, ‘When ye steward- 
shall have done all the things that are commanded you, 
say We are unprofitable servants; we have done that 
which it was our duty to do.’ ‘ Stewardship’, says one of 
the most level-headed of modern ethical teachers, ‘ is not 
mere shrewdness, or enterprise, or success ; it is the super- 
added and uncommercial fidelity which discovers among 
the interests of Mammon an opportunity for the generous 
and personal service of ‘God. A business man may so 
adminicteui his affairs that they shall be either a social 
peril or a social advantage, an obstruction to the general 
welfare or a channel of Christian benevolence. If the 
business principles to which one conforms are honourable ; 
if his dealings with his employes are just, consistent, 
and personal; if his prosperity brings reward to ^ all 
concerned in prociving it;»,,if his adversity is shared by 
employer with employed, and the distinction of hands 
and head is merged •in the corporate responsibility of all — 
such a person may not be known as a philanthropist but 
merely as a working-man with wluan one wants to work, 
and his stewardship may not be charity in its technical 
sense, and may, indeed, lose much of its \^orth if it becomes 
tainted with the patrong-^e or condescension of charity. 

Yet, even if such conscientiousness in business is not 
charity, it at least makes unnecessary much of what is 
known as charity, and corrects, in its* own sphere, those 
derangements of the business world* which bring as their 
consequences poverty and the need of its relief. Thus 
the roots of charity lie in the larger problem of the 
industrial order, and the most unquestionable and most 
effective philanthropy is to be found in industrial justice, 
progress, and peace. The doctrine of stewardship does not 
exclude other ways of caring for the poor, but it lays as 
the foundation of judicious chatty the scrupulous adminis- 
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iration of one’s own business as a contribution to tbe 
kingdom of God.*^ 

To some more ardent and more generous spirits the 
argument of this chapter may have seemed inhuman, cold* 
blooded, over-calculated. It may be so ; but the duty of 
the economist seems to be clear : tg analyse the facts with 
such accuracy as he can, and to leave it to those who are 
responsible for the conduct of their own lives to draw 
such deductions as they may. They* will, however, do 
well constantly to bear in mind the fundamental truth, 
that, though the nimble sixpence may do the work of the 
slow shilling, neither the sixpence nor the shilling can be 
spent twice 8ver unless it is spent reproductively. In still 
plainer English, unless it is saved. 

* Peabody, op. p. 85. 
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CHAPTER XVI 

NATIONAL EXPENDITURE AND PUBUC FINANCE 

* The blessing of Judah and Issachar will never meet : that the same 
people should be both the lion’s whelp and the ass between burdens; 
neither will it be that a peoyle overlaid with taxes should ever become 
valiapt and martial.’— Bacon. ** 

‘ All tiyies are confiscation.’— J oseph Hume. 

‘ The State is entitled to claim all the services and property of its 
subjects for the accomplishment of whatever aims it prescribes to 
itself.’— C. F. Bastable. 

‘The great evil of taxation is to be found not so much in any 
selection of its objects as in the general amount of its effects taken 
collectively.— Ricardo. 

’ Good finance consists more in the spending than in the collecting 
of revenue.’ — W. E. Gladstone. • 

• ♦ 

T he preceding chapter dealt witli the problem of 
personal e^ehditure; Imt only a portion of each 
person’s income, be the portion large or small, is 
at the disposal of the individual v<j spend, to save, or to 
give. A portion of it, in these days a ver^' large proportion, 
is intercepted by the State, either directly in the fonn of 
a Demand Note from the Inland Kevcuue or tlic local 
authority; or indirectly by a tax upon commodities in 
general use. No civilized State can wholly avoid the 
imposition of taxes, but the enormous growth of public 
expenditure is a peculiar characteristic of the modern 
State. 

In the Middle Ages taxes )vere relatively few and light. 
For the actual expenses of public administration the 
sovereign was responsible, and down tp the fifteenth 
century the maxim held good that ‘ The King should live 
of ^is own In other w^rds, the expenses of government 
were, for the most part, met qjat of the profits of Crown 
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lands, and the revenue which came to the Crown as the 
fount of justice and as supreme feudal lord. It needs no 
argument to prove that even so the administration was 
none the less a charge upon the community, but it was 
happily, or unhappily, disguised, and# was consequently 
less resented than the more ostentatious demands of the 
modem Publican. 

Another form of taxation was represented in earP- times 
by personal service : the service of the •vassal to his lord ; 
of the serf or villein to the tenant-in-chief; the ancient 
obligation to repair bridges, roads, and walls — the kind of 
service which still survives in some countries in the form 
of corvee. To these sources of income, direct and indirect, 
the mediaeval sovereigns in course of time added the 
products of licences to trade. It was for the king to 
admit or to exclude foreign goods from his realm, or to 
permit or prevent the export of the products of his own 
people. Thence came the customary dues or customs, and 
to these was added much later the excise.^ Sovereigns, 
whether monarchical or repi^Wican, ,were wont to make 
some profit also out of projects of a commercial or 
mercantile character. Republics wert) ^apecially inclined 
to banking as a source of revenue ; kings began to look 
to the carrying of mails as a service which might yield 
profit to themselves. 

Not until after fiie Revolution of 1688 was a differentiated 
revenue voted by Parliament t(j the Crown. Until then 
the king bore the whole charge of government; and 
between the royal revenue and the national revenue there 
was no distinction To William III, however, Parliament 
voted a revenue of £1,200,000 a year, of which £700,000 
was appropriated to the support of the royal household, 
the personal expenses of the king, the payment of civil 
officers, &c., the rest being appropriated to the more general 
expenses of administration. But all the king’s servants, 
fiom the highest to the lowest, were still regarded as 


' In thu seventeenth cenQ^ under the Commonwealth. 
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appanages of the royal household, and their salaries were 
paid out of the Civil List. 

In 1849 regular estimates for the civil service were, 
for the first time, presented to Parliament, and national 
expenditure was thus finally differentiated from the personal 
expenses of the sovereigii. 

By that time the influence of the first Reform Acl upon Demoe- 
expenditure was beginning to be perceptible, though it was 
not until after the third (1884-5) that the expenses of ture. 
civil administration began to increase with such startling 
rapidity. As late as 1792 the total amount of tax revenue 
was well under £20,000,000. For the next twenty-five 
years we were involved^ in large expenditure for war, 
though ttia greatest amount raised by taxes and loans in any 
single year during the Napoleonic War was £108,397,645 
(1813). By 1817 expenditure was down to £52,000,000, 
and by 1835 to £45,893,369. After 1835 expenditure rose 
steadily, though not very fast. Mr. Gladstone and other 
careful husbandmen did their best to check the ten- 
dency of popularl}^ glocted Jegislatures to prodigality. To 
Mr. Gladstone, indeed, pu\)lic economy was a moral issue. 

‘All excess in p\iW«« expenditure’, he was wont to insist, 
‘beyond the legitimate wants of the country is not only 
a pecuniary waste but a great political, and above all, 
a great moral evil. It is characteristic of the mischiefs 
that arise from financial prodigality, % that they creep 
onwards with a noisele^ and stealthy step , that they 
commonly remain unseen* and unfelt until they have 
reached a magnitude absolutely overwhelming.’ Yet in 
1850 the total national expenditure^ for the Umted 
Kingdom was only £55,800,000, c/t £2 per head of the 
inhabitants. In 1870 it was £75,400,000, in 1887 
£87,420,000. and in 1894 £100,933,000. It rose to 
£205,000,000 in 1931,^ but* was gradually reduced by 
1906 to £150,000,000. In 1913 it was just under 
£200,000,000. In the same year the expenditure on rat^es 
(England and Wales) waa £71,276,000. In 1921 the total 
national expenditure was neaJiy £1,100,000,000, and the 
* ksli of^the South African Wa^. 
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local expenditure for England, Wales, and Scotland mi 
£192,000,000. 

It is desirable to analyse this expenditure more closely. 
Public expenditure is divided into two categories : (1) The 
Consolidated Fund Services, and (2) Supply Services. In 
the Budget under review (1921-2) tjie total vote for consoli- 
dated ?und services amounted to £359,880,000, of which 
£332,294,000 was appropriated to national debt services, 
mainly of course to interest on war debt. In the second 
category, supply services, the principal items were : %ht- 
ing services (£189,000,440) and miscellaneous civil services 
(£449,700,000). In the latter item were included charges for 
pensions £11.2,153,151 and various charges arising [out of 
the war such as payment to the railways (£76,00^,0^), com 
production guarantee (£19,400,000), coal mines subsidy 
(£1 0,000 ,(X)0), and similar items which it is hoped may 
never recur. Of items, which may be regarded as more or 
less permanent, much the largest was that for public 
education which claimed £65,885,309. To this must be 
added, in order to obtain the rf^orrect ^figure for the public 
charge of national education, £40,297,000 contributed by 
the local rates, making a total chargd ha rates and taxes 
combined for this purpose of over £106,000,000. 

Other large items in the Budget under review were 
£23,000,000 for housing subsidies and housing advances, 
£26,000,000 for cCd age pensions, nearly £20,000,000 for 
the Ministry of Health Insurance, and over £38,000,000 for 
the Ministry of Labour and unenTpl oy men t grants. Keference 
has already been made to the very large sums which are 
now expended on >arious forms of public assistance, partly 
out of taxes and partly out of rates. 

The question naturally obtrudes itself, whether these 
figures suggest that the State has assumed burdens 
arising out of activities which are tiyond the legitimate 
limits of Stati^ action. The problem as to the proper 
functions of the State is not new. From time immemorial 
it has exercised the minds of philosophers and economists, 
and indeed of all who ^ interested in problems of 
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gOTenunent) of conduct, of religion, and of life. It is in 
troth t^e fundamental question in political science. In 
attempting a summary answer, we must guard against two 
possible misconceptions. There can plainly be no question 
as to the legal lim^jb of State action, for to suggest such 
a limit is a contradiction in terms. It is true that under 
constitutions such as that of the United States of Afberica, 
the competence of the legislature is very strictly defined by 
the Instrument of Government. But no limit can be 
assigned to the powers which the sovereign (wherever 
sovereignty may reside) can confer upon those who act in 
its name. Nor can there be any question of the ultimate 
end of the State. That qiiestion, as Austin long ago pointed 
out, car..* be answered only in one way ; it must be to 
promote the good of mankind, and in particular of the 
community represented by the State. But the ultimate 
end being iissumed it is pertinent to inquire what are the 
means which the State should adopt for its promotion. 

Plato insisted that the great object of the State is the Views of 
moral character of *its citiz^is : dpiTrj is the end to which 
all laws ought to look. ‘ A State says Aristotle, ‘ exists 
for the sake of a^*«d life, and not for the sake of life only. 

. . . Nor does a State exist for the sake of alliance and 
security from injustice, nor yet for the sake of exchange 
and mutual intercourse. . . . Virtue must be the care of 
a State which truly deserves the name.’ h ‘ In a Christian 
Commonwealth wrote Bprke, ‘ the Church and State are 
one and the same thing,^ Dr. Thomas Arnold, in his 
Inaugural Lecture as Regius Professor of Modern History 
at Oxford, said, ‘It does not seem easy to conceive lhat 
a nation can have any other object than that which is the 
highest object in it; if it can, then the attribute of 
sovereignty, which is inseparable from nationalitj^, becomes 
the dominion of an ^vil principle. . . . That end appears to 
be the promoting and securing a nation s hi;«heBt happiness ; 
so we must express it in its most general formula; bfii 
under the most favourable combination of circumstances, 

* Poliiicij pi. ix. 
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this same end is conceived and expressed more pordy as 
the setting forth God’s glfiry by doing his appointed worfc.*' 
On the other hand Locke, in a famous passage, maintained, 
that ‘ The great and chief end, therefore, of men’s uniting int 
Commonwealths and putting themselveg under government 
is the preservation of their propertv Humboldt, writing 
it is tVue under a government so oppressive that he had 
great difficulty in finding a publisher bold enough to issue 
his book, declared that ‘ all solicitude on the part of the 
State for the positive welfare of its citizens is mischievous 
Even John Stuart Mill, though tending, as he confessed, 
towards socialism, was hardly less emphatic as to the 
dangers of State interference thkn Humboldt, oi than such 
a notorious apostle of laimz-faire as Herbeijl'* Spencer. 

‘ All tendency ’, wrote Mill, ‘ on the part of public authorities 
to stretch their interference and assume a power of any 
sort which can easily be dispensed with, should be regarded 
with unremitting jealousy.’ ‘ Perhaps ’, he added, ‘ this is 
even more important in a democracy than in any other 
fotm of political society, becaj^se, wheye public opinion is 
sovereign, an individual who is oppressed by the sovereign 
does not, as in most other states of tJuia-gs, find a rival to 
which he can appeal for relief or, at all events, for 
sympathy.’ * 

The argument must not, however, be pursued in this 
place. If it weiip we should probably arrive at the con- 
clusion that there is no abso^te answer as to the true 
limits of State interference, Uut that each question as it 
arises must be decided on its merits, and with constant 
reference to the contemporary condition of society. There are 
evidently conditions vnder which the State is morally com- 
pelled to assume functions, which in a more advanced state 
of society are not merely superfluous but mischievous. 
Where education is widely "diffused/^ and the ruled may 
fairly claim eqjiality of culture with the ruler, ‘ let alone ’ 
should, as Mill insists, be the general principle, since every 

* Decpnibor 1841. ^ ** Civil Govetument, c. ix. 

® Sphere of Ooremmenf, c. * Political Economy^ p. 945. 
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departure from it| nnless required by some gr^t good, is 
a oertain evil. 

Still, restrict the functions of the modern State as we Publie«i- 
will, a very large revenue is required even for the per- 
formance of those qlementary duties which every one agrees 
must be imposed on the public authority. In order to 
obtain that revenue it is, under* modem conditions, in- 
evitable, that the public authority, be it the State or 
a municipality, or other subordinate authority, should 
extract from the pockets of the individual citizen a con- 
siderable sum. A problem at all times painful is particularly 
so in modem England where the State has deemed it right 
to impose upon the indiviuual a direct fiscal burden, much 
heavier <;I'an those which are borne by the citizens of other 
contemporary States. In 1922, the burden of taxation in 
England was £17 per head,^ as compared with 448*5 francs 
per head in France, $13*8 per head in the United States, 
about 1,500 marks per head in Germany, 281 lire in Italy 
and 179 francs in Belgium.^ 

. • 

Two questions emerge : first, how the money is actually 
raised in England, and secondly, whether the method of 
raising it conform:.’*^ the canons of taxation as generally 
accepted by economists. It may be convenient to take 
these questions in inverse order. 

There is, however, a general proposition laid down with iBtaxjition 
characteristic emphasis by a modern state, man which seems * 

to demand some preliminary consideration. It affirms that ’ 

* Taxation, raise it how you may, and guide it how you 
will, is a gross and unredeemed evil Assent to this as 
a general proposition will hardly be withheld, yet there may 
perhaps be some exceptions. WhA-e, for example, the 
government is very much in advance of the governed, as in 
a British Protectorate, taxation may possibly serve a bene- 
ficent purpose, economic no less than ethical, by taking out 

• To this must be added £4 9«. 6d. per head for rates, 

• House of Commons, Official Report, 4th August 1922. 

• Winston Churchill, to the Liverpool Re/onn Association, 

1908. 

m 
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of the pockets of the tax-payers money which, if left there, 
would not fructify but be applied to wasteful and un- 
productive expenditure. The same principle may, indeed, 
apply, at times, in more advanced communities. It lies at 
the root of all sumptuary legislation, and in any given case 
it may still be arguable whether it may or may not apply. 
Plainly, it ought not to "be applicable in an advanced and 
educated democracy where, ex hypotheai, the tax-payers are 
at least as enlightened as those who impose taxes. Yet even 
here there are those who still maintain its applicability. 

Another possible exception will be present to the minds 
of most thoughtful people. The financial equilibrium of 
this country rests very largely u^n the indulgence of its 
citizens in alcohol and tobacco. The net receipt from the 
beerduty in 1921-2 were nearly £122,000,000, from the spirit 
duty (customs and excise) nearly £53,000,000, and from 
wine about £2,750,000, making in all about £178,000,000 
from alcoholic liquors. Tobacco and snuff yielded about 
£55,000,000. Other heavy items under customs and excise 
were : sugar about £135,000,000 ; tea about £17,500,000 ; 
and entertainments about £10,000,000. With the last 
items we are not, however, except f^*> purposes of com- 
parison, immediately concerned. In regard to the imposts 
upon the consumption of alcohol and tobacco, many people 
are inclined to ask whether taxation, so far from being 
a necessary evil, 'is not actually promoting a moral end by 
the curtailment of indulgence in. these luxuries. It is far 
from certain whether the taxation of drink and tobacco 
does, in fact, promote ‘ Temperance that is self-control, in 
any true sense. But unquestionably it does make in- 
temperance more ex|?ensive, and it renders the man who 
drinks even one glass of beer or smokes one cigarette 
per day less able to expend money on the purchase of 
bread or beef or boots. But even «f it be assumed that 
taxation does; check, and check to the common advantage, 
the consumption of alcohol and tobacco, it nevertheless 
remains true that this is not ^he object with which the 
taxation is imposed. Taxation, let it be clearly understood, 
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is imposed for the purpose of obtmning a revenue. * It is, 
of course, fortunate*, wrote the late Professor Henry 
Fawcett, ‘ if the tax effects another subsidiary object and 
improves the morality of the people. But if the revenue 
raised by the spirit* duties should not be wanted, no one 
but a fanatic would think of retaining those duties yerely 
for the sake of discouraging drunkenness.* ^ No one would, 
of course, be so foolish as to suggest that the State ought 
to encourage drinking in order to provide a revenue. But 
no financier worth his salary would be so stupid as to 
allege that you ought to tax drink in order to make people 
sober. There are other ^n/l better ways of attaining that 
desirable object — ways which are free from the evils inherent 
in all taxation. 

But it may be said, and often is, that taxation is a potent Tasiition 
and legitimate instrument for equalizing the distribution 
of wealth, for depriving the rich of their ill-gotten gains, 
and ameliorating the condition of the poor. This sentence, 
or at any rate, the latter half of it, represents a veiy 
attractive ideal, but It remaifts a question, as already argued 
in an earlier section of this book, how far that ideal can be 
realized by taxadoh. To deprive the rich of their gain, 
well or ill-gotten, is a task within the competence of very 
moderate ability. To make the rich poorer is, as we have 
seen, an easy task ; but it is far from certain that the 
impoverishment of the rich will alleviate, the burdens of 
the poor. But, be the suggestion feasible or not, it pre- 
supposes an erroneous view of the object of taxation. 

‘There is only one justification for taxation, and only one 
advantage to be gdt out of taxes, and that is revenue. 

Certain sections of opinion believe ftiat taxes can them- 
selves be made of great vivifying and reproductive benefit. 

There is the view of those \^"ho like taxation for spite. 

I believe it is wrong and unjust to tax any person, how- 
ever rich, with the object of making hin*. poorer. The 
attempt is made to-day in every oriental monarchy, and 
the result in all cases wh^. -e it it has been tried has been 
' Political EconomOi p. 534. 

Yge 
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the same— elusive capital has floated away, and no net 
which government can set up has been able to stop it. 
Scarcely any money has resulted to the State as a result ol 
the taxation, and infinite injury has been done to commerce 
and to credit in the process.’^ These are wise words, 
though it may be open to qu^tion whether a point 
essentially sound can" now be unreservedly endorsed. 
But they may serve to substantiate the proposition that 
taxation, however imposed, ought to be regarded as an 
evil even if a necessary evil. Necessary, it undeniably is ; 
and we may pass to consider the question whether it is 
possible to ^formulate any rulep qr precepts which should 
govern the method of its imposition. 

Adam Smith, in a classical chapter, laid down four 
canons, which have been generally accepted : 

(1) ‘ The subjects of every State ought to contribute to 
the support of the Government as nearly as possible in 
proportion to their respective abilities ; that is, in propor- 
tion to the revenue which they respectively enjoy under 
the protection of the State, fn .the observation or neglect 
of this maxim consists what is called the equality or 
inequality of taxation.’ 

(2) ‘ The tax which each individual is bound to pay 

ought to be certain and not arbitrary. The time of pay- 
ment, the manner of payment, the quantity to be paid, 
ought all to be ‘blear and plain to the contributor and to 
every other person.’ ^ * 

(3) * Every tax ought to be levied at the time, or in the 
mfi^nner, in which it is most likely to be convenient for the 
contributor to pay it.’ 

(4) * Every tax ought to be so contrived as both to take 
out and keep out of the pockets of the people as little as 
possible over and above \fhat it brings into the public 
treasury of the State.’ 

These four ^liaxims may be summarized as : (1) equality, 
(2) certainty, (3) conveniency, (4) economy, in taxation. 


' Winttqn Churohill, ibid. 
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As to the last three, little question or controversy seems Otrtaiiitf. 
to adse. Certainty of taxation is the best safeguard against 
peculation or corruption. Uncertainty places in the hands 
of the officials or agents of the Government an instrument 
for the oppression* of the people. Nothing contributed 
more powerfully to the outbreak of revolution in France 
towards the close of the eighteenth century than the system 
of taxation, and still more perhaps, the method or lack of 
method in collectiflg it. Not only did the main burden of 
taxation fall upon the comparatively poor, but the method 
of collecting taxes drove the tax-payers to desperation. 

Many of the most imjx)rtant Uxes were farmed, and 
taxation thus became a terrible instrument of tyranny and 
corruption A similar system of farming still survives in 
many oriental monarchies. From any such scandal the 
English system is entirely free. Largo as the aggregate 
amount of taxation in this country unfortunately is, the 
English tax-payer has at least the satisfaction of knowing 
how much the State officials can legally demand, and ajso 
of being reasonably assured that the money taken out of 
his pockets does, as a fact, go to the objects to wliich it has 
been designated By tne representatives of the tax-payers in 
Parliament. 

The ‘convenience’ of the tax-payer similarly demands €onT»ni- 
little illustration. This canon is commonly invoked as an 
argument in favour of indirect taxation, and it is not 
inappropriate in that connexion. To make your contribu- 
tion to the Government at the moment when you purchase 
an ounce of tobacco or a pound of tea undoubtedly has the 
advantage of conveitience. It has also another advantage : 
you can altogether avoid taxation efther by neglecting to 
purchase, or by neglecting to pay for your purchase. As 
regards direct taxation the convenience of the tax-payer is 
in Englamd consulted, as far as possible, by the revenue 
offiffiftls responsible for the collection of incvvne-tax, super- 
tax, and estate duties. Such payments are, rarely, in 
the conventional sense, cc ivenient, but consideration and 
on the part of official^ can render them as little 
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irksome as possible; and these amenities are not often 
withheld. 

Seonomy. It is evidently a matter of great importance that the 
scheme of taxation should be so devised as to bring in the 
largest possible net revenue to the State. The cost of 
collection should, therefore, be kept as low as is consistent 
with probity and efficienfey ; nor is there, in this respect, much 
ground for complaint. The Post Office costs, indeed, nearly 
£66,000,000, but the Post Office is a ‘ "mercantile project *, 
and although in 1921-2 it showed a loss of nearly 
£10,000,000, the circumstances were exceptional, and the 
'project’ generally yields a moderate profit to the State. 
Another tfie profit is as large, or the service provided so 
efficient, as would be the case under private management is 
a question which must not now detain us. It is creditable 
to the public service that the vast revenue yielded to the 
State by Customs and Excise is collected at a cost of 
£6,750,000, and that collected by the Inland Revenue at 
a post of £7,440,000. The corresponding figures for 1918- 
14 were £2,431,000 and £2,05S-,000 respectively. 

The canon of economy places a veto upon many of the 
sources of revenue annually suggested ‘td the Chancellor of 
the Exchequer, and has been responsible for the discon- 
tinuance of others, the equity of which appeared to be 
unassailable. What more equitable method could be devised 
for the upkeep <ri:' roads than the imposition of tolls ? The 
impost was inconvenient, even* perhaps vexatious, to the 
wayfarer, but the conclusive reason for the abolition of 
tolls was the expense involved in the maintenance of toll- 
bars. Many an ingenious suggestion f6r the tapping of new 
sources of revenue fias been turned down for a similar 
reason. The amateur financier is quick to perceive the 
productiveness of a given ^imposition: but he is apt tO 
overlook the debit side of the acccJunt. It is a primary 
duty of the expert officials of the Treasury to estimate not 
^oss revenue only, but net revenue as well. To take out 
of the pockets of the people a rlarge sum is good business 
for the public exchequer pnly so long as the ^ 
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diqproportionaiely expensive. The canons of certainty, 
convenience, and economy are, however, so obvious that 
they raise no controversy, and call for no elaborate 
illustration. 

It is far otherv^ise with regard to the canon of equality. Equality. 
How is taxation to b^ adjusted in order to conform to this 
principle ? Is it suggested, for example, that the principle 
would be observed if a person with £500 a year were to 
pay ten times as^much as a person with £50 ; and a person 
with £5,000 a year ten times as much as a person with 
£500 1 If this is ‘ Equality ’ it would be easy to secure it 
by a single tax, say an income-tax of lOs. in the pound. 

The person with £5(f a year would pay £5-5, with £500 
£250, and with £5,000 £2,500. But does anyone pretend that 
anything except arithmetical equality would be attained » 
by such means ? To deprive a person with £500 a year of 
half his income, might be a great hardship, hut it would 
entail nothing like the same degree of sacrifice as to take 
£25 from a person with £50. Or could equality bo secured 
by exclusive resont to indi^pct taxation — by raising the Whole 
revenue required by duties on tea, sugar, alcohol, tobacco, 

&c.? Obviously this would be even more unequal in its 
incidence than a single direct tax, since such commodities 
constitute a far larger proportion in the expenditure of tl\e 
poorer classes than of the rich. 

Such a simple solution of the problem of c(iuality must 
therefore be abandoned. But, even supposing that it were 
possible to secure equality of contribution, would that mean 
that payment were made in proportion to means or to 
ability? Take two barristers, eaeh witii £l,0()0 a year, the 
first, unmarried, and living in cl^ambers in the Temple ; 
the second, married, with children, and maintaining a modest 
household. To ask each of these to contribute £250 a year 
to the State woull be mal/hematically ecjual but clearly 
inequitable. Nor would the injustice be diminished, but 
rather greatly exaggerated, if expenditure were substituted 
for income as the bae^s of calculation of ability to pay. 
Expenditure has, indeed, b^n suggested, and from one 
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point of view there is much to be said for it, since it would 
penalize the extrava^nt and encourage the thrifty* So far 
it would doubly serve a beneficient purpose, but on the 
other hand taxation so calculated would fall with crushing 
severity upon the person compelled, by no fault of his own, 
to incur heavy expenditure. Equaliigr, then, would seem to 
be a sonrewhat distant ideal, but in England we have sought 
to attain it in two ways : first by variety of taxation, and, 
in particular, by maintaining a due proportion between 
direct and indirect taxation ; and, secondly, by graduation 
of the direct taxes. On both these points something must 
be said, but it may be well, before saying it, to indicate the 
main sources ^rom which, as a fact;, the revenue of uhe State 
is at present derived. In order to preserve the possibility 
* of comparison, the Budget for the year 1921-2 is selected. 
But since it may be hoped that this Budget presents 
exceptional features, we place side by side the Budget 
1913-14. 



1921-2* 

1913-14* 

< 

Customs 

Eicise 

130,052;000 

194,291,000 

1 

35.200.000 

38.850.000 

Total indirect taies 

324,343,000 

74,050,000 

Estate, &c., duties 

Stamps 

Land-tax and House duty . 
Property and I ncome-ti.x . 

Land value duties 

Excess profits duty 

Corporation tax .... 
Motor vehicle duties . 

52.191.000 

19.638.000 
2,590,000 

398,887,000 

'30,452,000 

17.516.000 

11.096.000 

26.750.000 

9.800.000 

2.700.000 

45.950.000 
750,000 

Total direct taxes . 

532,370,000 

85,950,000 

Non^Tax Revenue. 



Post Office and Telephone service 
Crown lands .... 

Receipts from SuezjC^nal shares 
and sundry loans •* . 
Miscbllaneous and special receipts 

( 56,400,000 
820,100 

13,807,000 

197,140,000 

30,625,000 

580,000 

1.370.000 

2.800.000 

Total Revenue 

1121,880,000 

194,825,000 
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These figures saggest some interesting refiecUcsiB. The Bir«ot 
first concerns the proportion between direct and indirect 
taxation. There are few questions in fiscal science which 
have provoked more controversy than the precise definition 
of these terms, and there is nothing that has been more hotly 
debated than the proportion that one form of taxation 
should bear to the other. For our present purpose we may 
define a direct tax as one which is ultimately paid or is 
intended to be paid by the person from whom it is collected ; 
while an indirect tax is one which is levied on one person 
with the avowed intention that the actual burden shall be 
passed on to another. But definition does not really 
determine Incidence. If is often far from eas^^ to predict 
upon whom a given impost will ultimately fall. Yet it 
is reasonably certain that custom duties imposed upon 
commodities which cannot be produced at home are paid 
ultimately by the consumer. Similarly the excise duties on 
beer, spirits, &c., are with almost though not quite equal 
certainty also paid by the consumer. In England, therefore, 
where it has becoraa an accjppted fiscal canon that custom 
duties should be imposed (with few exceptions) only upon 
commodities which are not in competition with similar 
products of home manufacture, we may be fairly confident 
that custom and excise duties do really fall upon the con- 
sumer of the commodities thus charged. 

When we pass to consider the incidence of duties on Import 
imported commodities whiph are in competition with home *^“***** 
products, we pass at once Into the realm of acute con- 
troversy. The Protectionist contends that the impost falls 
upon the seller, th#t is the foreigner ; .the Free Trader 
contends that the tax is paid by the ^nglish consumer. It 
would seem, however, to bo doubtful whether any general 
answer to the question, Who pays ? can cover all the cases. 

The incidence of th(' tax wi!l depend upon the relative 
keenness and anxiety of the producer to s^^ll, and of the 
consumer to buy. In fact we are thrown Back upon thp.t 
doctrine of marginal utib’^ which has already been fully 
^j^UBsed in a previous section of the present work. In the 
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eaee of commodities which are regarded as necesaadeSi an 
import duty will almost certainly fall upon the consumer* 
This must not be taken as a conclusive argument agmnst 
the imposition of such a duty ; it merely attempts to locate 
its incidence. On the other hand, it seems equally probable 
that an import duty imposed upon commodities which are 
produced under the law of increasing returns will be paid 
in large measure, if not entirely, by the producer. A foreign 
manufacturer, producing under the 8tress«of keen competition 
and anxious to utilize his machinery to the very utmost of 
its capacity, will be willing to forgo some portion of his 
profit in order to effect an entrance to a protected market. 

I Dump. This priuciple is, indeed, at the' root of the phenomenon 
colloquially known as ‘ dumping Dumped commodities 
are those which are sold in a foreign country to which they 
are exported at a price below that obtained for them in the 
country of origin. There is no reason, either economic or 
moral, why a manufacturer should not in this way dispose 
of his surplus products, and the consumer may well con- 
grhtulate himself that he is ablf to purchase them on terms 
BO favourable. On the other hand, it must be a matter for 
deliberation on the part of a responsible statesman whether 
the practice of dumping ought properly to be encouraged or 
even permitted. If the device is adopted with the intention 
of destroying a home industry, and driving a legitimate 
competitor out of the market, there would seem to be ample 
justification for tlie imposition of a countervailing duty in 
order to defeat a device ^hich, though temporarily 
advantageous to the consumer, may ultimately prove to be 
not less injurious *to him than to the producer whose ruin it 
had compassed. It i^ not, however, for the economist to 
lay down rules for the guidance of the statesman. Practical 
policy is the exclusive domain of the latter. The economist 
can only, to the best of his ability, ai^alyse probable effects 
^ and leave it to.tjie statesman to apply principles to practice. 

I^^Mand ‘The distinction between monopolies and competitive 
products as well as that betwe^ luxuries and necessaries 
must, however, be carefully observed. A duty upcm^ 
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champagne or claret, imported from France into England, 
will certainly fall upon the English consumer. A duty on 
German beer might, on the other hand, be paid at least in 
part, by the German exporter. French wine is in the 
nature of a monopoly, German beer is not. Similarly, the 
duty on American ,or Canadian wheat imported into 
Germany is wholly paid by the German consumer. A duty 
on Bradford woollens or Sheffield steel may, on the other 
hand, fall in pari> upon the producers of those articles. In 
such cases the law of marginal utility is obviously very 
actively operative. A word must be added as to the 
taxation of luxurioe. It is frequently urged that it would 
be more equitable to\oncentrate taxation, ray, upon the 
champagne of the rich, so as to relieve taxation upon the 
tea which is mostly consumed by the poor. The moralist ^ 
cannot withhold assent from such a principle, but the 
economist is compelled to point out that the object of 
taxation is to raise a revenue. The taxation of luxuries 
may be wholly justifiable, but it is not serious business; 
for the rich are^few, tl^c poor arc many. It might l>c 
equitable to collect the railway passenger duty wholly from 
those who tra 'el hrst class, but the result would be a com- 
plete absence of revenue. The rich arc already few enough ; 
to tax them out of existence might be ethically desirable, 
but would not be fiscally remunerative. 

So much for the incidence of indirect taxation. The 
incidence of direct taxaj/ion is commonl}/ regarded as a much 
simpler problem. Yet it ’s by no means so entirely devoid 
of complexity as many people suppose. Much would seem 
to depend upon 4he source from which the direct taxes arc 
actually paid. The simple faith ^of one of the pioneers of 
the Labour Party dictated a .system of taxation which 
should secure ‘ that the rich should have less to hoard up 
or to squander or» riotou# living, whilst the poor should 
have more wherewith to purchase the common necessaries 
of life *} Every one will agree that it is dhiinently desirable 
that the poor should have more to spend upon necessaries, 

^ Keir Hardie, H Labour Budget. 
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bat it will not escape notice that the exponent of this med 
is indifferent whether the result of the taxation of the rich 
be to curtail their expenditure on riotous living or to 
diminish the amount of their * hoard *. If the direct taxes 
are paid out of revenue which would otli^rwise be spent on 
riotous living no possible harm could, as we have already 
indicated, accrue to the community. If, on the other hand, 
they are paid out of the ' hoard ’ the payment must entail 
a grievous loss to the community, and in particular to that 
portion of it which is dependent upon wages. If the State 
can, by its fiscal system, or otherwise, curtail unproductive 
expenditure and divert the money thus obtained into pro- 
ductive chaiKiels, the benefit is unquestionable. More 
generally, however, taxation involves a restriction of pro- 
ductive expenditure and a diversion of potential industrial 
capital into channels which, however innocent or morally 
justifiable, represent, in an economic sense, sheer waste. 

To return, however, to the problem as to the due 
proportion between direct and indirect taxation as a means 
of securing equality of contribution. The ^aistory of English 
taxation during the last eighty years is, on this point, 
curiously significant. The following table speaks for itself : 



Indirect 

Direct 


per cent. 

per cent. 

1841 

73 

27 

1851 

. 67 

33 

1861 . . 4 . . 

62 

38 

1871 

‘61 

39 

1881 

r 60 

40 

1891 

. 55-7 

44*3 

1901 

47-5 

52-5 

1911 

. 42-7 c 

57-3 

1917 

28 » 

72 > 

1919 . . . . . 

. 18» 

82 » 


This series of figures suggests obvious reflections. In 
the first place it will be noticed; that when Sir Robert Peel 
came into power jn 1841 the indirect taxes contributed 
73 per cent of tne revenue, and that the proportion is 
now, as nearly as may be, reversed. Another point is the 
' This ia reckoning EzcI&sb Profits Tax as direct. 
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temarbible eontintiity of the transition from the old 
financial system to the new. A third is its very gradual 
character. Until the war there was no violent jump. 

A final reflection raises a point which no serious-minded 
person can contenjplata without misgiving. In 1841 the 
heavier fiscal burden lay upon classes which had no direct 
share in the government of the C6mmon wealth. That was 
plainly inequitable. To-day the main burden is borne, 
assuming that the generally accepted view as to the 
incidence of direct taxation is correct, by an exceedingly 
limited class whose influence upon the determination of 
public policy is rapidly diminishing. In no other great 
State, ancient or modem, has the problem of rising 
expendit^nre been faced, says Sir Bernard Mallet, ‘with 
so scrupulous and even sensitive a regard for the tax- • 
paying capacity of the wage-earners 

The question arises whether we have been over-sensitive ; is th« 
whether it is politically sound to divorce political so largely 
from financial responsibility. But this is again a problem 
for the statesman? ^ It nyiiy, however, be pertinent to add 
that it is generally reckoned that one-fifth of the total of 
indirect taxati^^n paid by those who also pay income- 
tax. If this estimate be correct, it follows that more than 
85. per cent of the whole fiscal burden of the State i^ 
shouldered to-day by a very small minority of the popula- 
tion. The number oC income-tax papers is 2,400,000* 
while those whodlso contribute to super- tax is only about 
72,000.® That over 80 P»r cent of taxation should fall 
upon this relatively small class may be fiscally advantageous 
to the State, but^it is at least open ti9 question whether, 
in a broader sense, it* is either p^itically or economically 
sound. 

’ Bntiah p. x. 

^ The number of infividuals ^ove the exemption limit of income 
was (1921-2) 5,000,000, but of these 2,600,000 were exempted by reason 
of allowances for wife, children, &c. * , 

* The number of super-tax payers was (1913-14) 13,937, bu- the 
lowering of i.he exemption limit by stages, from jt 5,060 to j£2,000, 
combined with the devaluaHon of money has raised the number to 
^ver 70,000. * 
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Within the ranks of the income-tas payers an attempt 
is now made to temper the wind to the shorn sheep in 
two ways: (1) by differentiating between ‘earned* and 
‘investment* income; and (2) by applying the principle 
of graduation. The system now adopted in England is 
based upon the recommendation of*a Royal Commission 
which reported so lately ^s 1920. Incomes derived from 
investments are wholly exempt up to £135 or up to £150 if 
derived entirely from earnings. The joint^income of a man 
and a wife is similarly exempt up to £225 and £250 
respectively. The remainder of the income is known as 
taxable income. On the first £2^25 of a person’s taxable 
income the tax is levied at only half the standard rate. 
Thus if as, at present (1922), the standard rate is 5s., the 
tax is levied only at the rate of 28. 6d. in the £, on the 
amount exceeding the exemption limit. There are also 
further abatements for children and dependents. The 
‘effective’ rate for a married couple with three children 
and a total income of £500, derived wholly from earnings, 
is Sd. in the £ ; for a single pers-^n with'* the same income 
28. 0J(i. ; with £1,000 it is respectively 28. 4|d and Ss. Sd.; 
with £2,000 38. 5d and Ss. lOJd. Tbis Ingenious plan 
attains the twofold purpose of differentiating between the 
sources of income and graduating the tax on the successive 
portions of the aggregate. That the principle of graduation 
is equitable can hardly be questioned. The iniquity of 
mere arithmetical equality has been demonstrated in a 
previous paragraph. If equality of sacrifice be the object 
at which we should aim, there is no better means of 
attaining it than *by graduation, and the scheme now 
adopted of a standard rate of tax, so adjusted by means 
of abatements as to vary the ‘effective’ rate by easy 
graduations, is both simpler and fairer than that which 
it has superseded.* • • 

Of more dispttable advantage is the principle of dif- 

' The olA plan was to graduate the rate according to aggregate 
income. 
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tmiitiiatiim between '^earned' and ‘unearned’ (or as it ia 
now less infelidtously termed * investment ’) income. Such 
differentiation^ which dates only from the Budget of 1907, 
is defended on the ground that a temporary income ought 
not, in equity, to be taxe^ at the same rate as a permanent 
income which can be transmitted to descendants. But, as 
Mill pointed out, there is a conclusive answer to this 
argument : the income which lasts only for ten or twenty 
years is only taxed ^or ten or twenty years ; the permanent 
income is taxed for ever. Moreover, to differentiate to the 
disadvantage of investment income must necessarily bo 
a discouragement to saving. ‘ No income-tiix is really just 
from which savings ar^ not exempted.' To 4ax invest- 
ment income at a higher rate would seem, then, to be 
trebly unjust: for ‘savings’ are first bixed as ‘earned 
income ' ; the income derived from them is then taxed as 
* investment income ’ ; and, thirdly, a portion of the invested 
capital is finally confiscated by the operation of the ‘ death ’ 
duties — a triple penalty upon thrift. To the (juestion of 
the taxation of capital we must next pass. 

All property passing at death is now subject to a variety Taxation 
of duties, known co’lectively as the Death Duties which, 
in 1921-2, yielded to the exchequer no less than £52,000,000. 

The estate duties vary from 1 per cent on estates valued at 
less than £500 up to 40 per cent on those exceeding 
£2,000,0(J0, Legacy and succession duties are also graduated 
according to the degree pf consanguinity of the legatee. 

All such duties are levied vmon capital, and according to 
all rules of sound finance the revenue derived from them 
ought to be hypojihecated to the discharge of capital 
obligations, in other wCrds to the Repayment of debt. So 
long as death duties are treated as revenue in the same 
sense as income-tax, financiers will be open to the charge 
of balancing the Bueb^et by dfpping into capital. The same 
criticism is applicable to one of the largest items on the 
revenue side of tlie accounts for 1921-2, in which ‘ miscel- 
laneous and special receipts’ amounted to no less than 
£197,140,009. Of this sum nearly £1 71 ,000,000 represented 



m BCONOMICS 

< special receipts ’ arising from the liquidation of war ancta 
To this total the repayment of the principal of loaaa to 
Dominions and allies contributed over £15,000,000; the 
Disposals and Liquidation Commission (chiefly from the 
sale of surplus war stores) nearly £43,000,000; and the 
Shipping Liquidation Commission qyer £30,000,000, These 
are mqstly sources of revenue which will soon be exhausted, 
but their inclusion in the national balance sheet vividly 
illustrates a notable weakness in the State account^ 
keeping. The whole account is on a cash basis ; there is 
no distinction between capital and income, and, in fine, no 
real balance sheet. Plainly, every penny received from the 
sale of war stores, still more* p'erhaps all repaid loans, 
ought to have gone to the extinction of debt, which they 
helped to pile up. Excuses for the course actually followed 
might be and were offered, nor did they lack plausibility, 
but strict accountancy undoubtedly demanded that such 
receipts should have been treated as repaid capital. 

Discussion of a topic so fugitive is, however, not per- 
missible, except in so far as it illusWtes the imperfect 
apprehension, even in high financial circles, of an important 
distinction — that between capital and inaome. A similar 
confusion may he partially responsible for the proposal to 
make a levy upon capital. Such a levy imposed solely for 
the purpose of paying off the national debt, or a large part 
of it, might be economically justified ; imposed as a device 
for securing addroional revenue tq meet current expenditure 
it would be open to all the qj^yections urged against death 
duties, and to others as well. ’ 

Capital Death duties aue, as we have seen, deducted from capital ; 

yet they have proved a lucrative scarce of revenue. Why 
not, then, apply the same principle to the capital of the 
living*? That a debt of £8,000,000,000 imposes a terrible 
burden upon industry is undeniable.^ Is it not worth an 
heroic effort to^ extinguish it? If so, is not a levy on 
capital at once the simplest and the most equitable and 
the most economical method of achieving that purpose ? 

Three questions seem to arise : is the proposal (i) feasible; 
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eeoiioinically expedimit; (iii) morally just 1 That the 
State could impose a levy on capital is undeniable, though 
t^e analogy of the death duties is by no means conclusive. 
How much would the Inland Revenue collect from death 
duties if every person possessed of property were to die 
simultaneously ? It w gnly because they do not, that it is 
possible to realize sufficient capital to pay the duti^. If, 
however, there were no buyers, the capital would be value- 
less. But why not* allow the State to impound the actual 
securities, mortgage deeds, shares, and so forth? The 
suggestion is feasible ; but, how, in the absence of buyers, 
could the State realize the securities? Yet, even if it 
failed, could it not recei^ the income ? Undenifibly. But 
such income would operate only like a sinking fund as 
a means to cancel a capital debt: and income could be 
secured, as it is, by an income-tax without the con- 
scription of accumulated wealth. Of questionable expe- 
diency from the fiscal standpoint such a levy would also 
be grossly unjust. Why should those who to-day stand 
possessed of wealthy be deprived of a large proportion t)f 
it in order to relieve *thoSe' who may begin to accumulate 
to-morrow? Wq, arf still paying interest on the debt 
incurred in fighting Napoleon. Is it otherwise than just 
that posterity should bear some part of the burden entailed 
by the Great War ? Moreover the impost would be wholly 
inequitable as between one citizen and another. A goes 
to the Bar, and after forty, years of industry retires on his 
modest savings of £20,000 ii^v ^sted at 5 per cent. B goes 
into the Civil Service, and after a similar period of service, 
retires on a pension of £1,000 a year. A levy on capital 
would deprive A of, say, 25 per cent of his capital, and 
a quarter of his income. B'a inedme, similarly earned, 
remains intact. Meanwhile, A*s sacrifice of capital would 
have actually increased B's net* income. 

For the most cogent argument advanced ^in favour of 
a capital levy is that it would be actually a good bargaip 
for the payers of income-tax. Assume that the total 
accumulated is £24,000,000,000 and that an hverage 
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tax of 25 per cent (graduated from a much amdler 
percentage on smaller fortunes to a* much larger one on 
bigger fortunes) would therefore yield £6,000,000^000. 
This would cancel an equivalent amount of debt and 
would thus reduce the debt charge by £300,000,000 a 
year — the equivalent of an income-ta^ of roughly 6a. in 
the £.^ Thus a man wjth a fortune of £100,000 invested 
at 5 per cent, who before the operation enjoyed a gross 
income of £5,000 reduced by a 6a. in(y)me-tax to £3,500 
net, would, after the operation, receive 5 per cent on 
£75,000, or a net income of £3,750— a clear gain of £250 
a year. 

The argaiment is alluring, butf its validity /-eBts upon 
several assumptions : (i) that the levy will not in the tot 
case average more than 25 per cent ; (ii) that the proceeds 
of the levy would be strictly applied to the extinction of 
debt ; (iii) that, even if successful, the expedient will not 
be repeated for purposes other than debt redemption; 
(iv) tW the saving in national expenditure thus effected 
vMuld inure exclusively to the benefy; of the income-tax 
payers; (v) that the incomo-faX will not be reimposed. 
Unless these assumptions are granted, ^andjihe consequential 
results are guaranteed, the whole structure of the argument 
topples over. But, even if the assumptions are not in them- 
selves ridiculous, who is to guarantee the fulfilment of the 
bargain with the income-tax payer? The Chancellor of 
the Exchequer xiay propose a capital levy as an alternative 
to an income-tax, or to part .of it, to-day, and this Parlia- 
ment may endorse the bargj/in. But neither ministers nor 
Parliaments last^ for ever. What of the Ministry and the 
Parliament of to-morrow ? Even ^distinguished economists 
want both to eat theii cake and to have it. * I want said 
one in effect, * both a capital levy and a high income-tax.* ^ 
Precisely: but is it physically possible to obtain a yield 
from both ? ^ Capital which has beei ‘ conscripted ’ will no 
longer yield aa' income to the possessor. An income-tax of 


* J.‘ A. Hobson, ap, Manchester thtardianj 26th J^naiy 1918, 
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tven 808. in the £ .vonld, therefore, on that portion of 
eapital yield nothing to the State. Valuations for death 
duties would be similarly diminished. Even an omnipotent 
State cannot conscript capital from a living citizen to-day 
and conscript the ^me capital on the death of the citizen 
to-morrow. • 

A capital levy is not an impracllcable propositions It is An appeal 
not beyond the capacity of fiscal experts to devise a 
scheme.^ But its* expediency is much more disputable. 

Financial short cuts have an irresistible attraction for 
certain temperaments, but the experienced wayfarer is apt 
to shun them. History has not left us without witness on 
this project. The forced Toan decreed by the Directory in 
France in 1795 was virtually a capital levy, since the 
interest was payable in assignats. The loan yielded only 
one-thirtieth of the amount on which the Directory had 
reckoned (20,000,000 francs out of 600,000,000), and after 
producing widespread ruin the expedient was abandoned. 

More recent experience has proved that the mere threat of 
a levy on capital is^capabl^ of producing grave disturbance 
if not disaster. In 1922, 88,0(X) voters in the Swiss Con- 
federation initiated a proposal to levy a tax on capital, 
graduated from 8 per cent on fortunes of £3,200 up to 
60 per cent on fortunes over £120,000. On submission to, 
the electorate the proposal was defeated by an overwhelming 
majority* but the mere possibility of its acceptance caused 
something like a panic. Swiss securities ’were transferred 
in large amounts to foreigrers; values rapidly declined, 
and in a single week withdrawals of bank deposits exceeded 
100,000,000 francs., 

But further discussion of this project would be dis- Conolu- 
proportionate. If the view taken in this book on the 
supreme importance of encouraging the accumulation of 
capital be sound, it follows that anything which disturbs 
cr^t, discourages the thrifty, or alarms the investor, must 

‘ C£ RepovL of Select Comr ittee on War Wealth (192Q). [Cmd. 

594.] 
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react discustrously upon the production of wealth. Taxatiim 
there must be; but true statesmanship will endeavour to 
restrict public expenditure and therefore taxation to the 
minimum compatible with national security and the well- 
being of all sections of the community.^ The fiscal system 
should be equitable as between individuals, as little burden- 
some ts may be to treble, and above all encouraging to 
enterprise and to thrift. 



CHAPTER XVII 


■ 

THE STATE IN* RELATION TO INDUSTRY 

I* 


COLLECTIVISM AND PRIVATE ENTERPRISE 
STATE-CONTROL AND LAISSEZ-FAIRE 


‘ A government cannot have too much of the kind of activity which 
does not impede, but aids and stimulates individual exertion and 
development. The mischief begins when, instead of calling forth the 
activities and powers of individuals and bodies it substitutes its own 
activity for theirs.’ - J. S. M!ll on Liberty (1859). » 

‘Whether we hold that the Will of God or that the happiness of 
Man supplies the final end of human conduct, we may yet discover in 
[a] regard to posterity a firm platform on which to rest axiomaia 
media that shall serve us in seeking to judge of the right or wrong of 
any piece of legislation . . and ask . . . whether it tends to ennoble 
or degrade, to enrich or impoverish the generations of Englishmen 
that snail yet arise when we are gone and forgotten.’ - Dr. W. Cun- 
ningham (1885). 

‘Fifty years ago nearly all political enthusiasm in England mn^in 
the direction of FrccdTrade, i^nd the restriction in every form of 
Government interference. Tfie dominant note in all countries is now 
a desire to enlarge the sphere of State action and control in nearly all 
departments of industri;.! life.’— W. E. H. Lecky (1896). 

‘ I do not think you can point to a single case where it can be said 
that workmen working for the commune, either the local one or the 
national one, work more heartily, work harder, or increase the output 
in comparison with their fellows who are working for a syndicate- 
net one,’— 0. Lloyd-George (1919). 

‘ Only where the influence of Christ so prevails in the world that 
men learn to live and work as* children of God and, in love, to serve 
one another, shall we be saved from a selfish individualism or a 
degrading collectivism.’— A rc hbi 'hop D’Arcy (of Armagh) on 
Christian Liberty (1923). 

‘ It is doubtful, perhaps more than doubtful, whether the State can 
increase production by unjjertaking it on its own account, or by 
creating great public corporations (or guilds) for its undertaking. . . . 
The State is not an Economic Society, at any rate primarily ; nor is 
it primarily concerned with economic problems.’— E rnest Barker 

(im). 


E very Government requires a revenje ; but taxation 
does not exhaust the economic activities of the 
modem State. On the contrary, the State touches 
at innumerable points the industrial life of its Citizens. 
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Whether its introsion is for good oi; evil is, as we have 
seen, a moot question, but the tendency towards the multi- 
plication of the functions of the State shows no sign of 
slackening, nor is it confined to any one country, nor any 
single continent. We must, however, concentrate our atten- 
tion upon the phenomenon as it reveals itself in England. 

In a •variety of ways,^me of which have been already 
noticed, State ^ action exerts a powerful influence not only 
upon the production of wealth, but updn the distribution 
and exchange of the product. That influence may be 
exerted by regulating or restricting the activities of indi- 
viduals, or by stimulating them or by the participation of 
the State ittielf in the work of production or distfibution. 

Conserva- One plain duty which rests upon the State is that of 
, national husbandry ; to conserve national resources, with 
regard not only to the immediate interests of a passing 
generation, but of posterity. Faithful stewardship* implies 
a duty to the heirs not less than to the life-tenants. Such 
a duty opens out a wide vista of responsibilities : but a few 
obvious illustrations must suffice. ^ Thus the State cannot 
afford to neglect such matters as afforestation, coast erosion, 
the pollution of rivers and estuaries, ^^he ^aste or reckless 
exhaustion of * power ’ in any form ; the preservation of 
, ancient monuments, historic buildings, beauty spots, and 
open spaces, and all that makes for the amenity of the 
national life. Some have contended that the Stale should 
intervene to prev^ent the exhaustion of agricultural land, of 
coal supplies, of fisheries, and the like ; and at least one 
State does concern itself wit^ the problem of race-suicide, 
while elsewhere there are those who wojuld invoke the aid 
of the State in controlling the bir\h-rate. These are dis- 
putable matters, but the most extreme apostle of ladsm^ 
faire would admit that it is the right and the duty of the 
State to take a longer and ’larger vjew of the economic 
well-being of community than that which individual 
self-interest may dictate. 

' The '(State ’ must be takey) throiTighout this chapter to include 
lubordinate local authorities. ' 
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la regard to prodaction the intervention of the State 
may take several forms. The State may itself engage in 
industry, either in competition with private enterprise, or 
to its exclusion ; or it may, by bounties or tariffs, by the 
publication of the result^ of scientific research, and in other 
ways stimulate, assist, and encourage the productive activi- 
ties of individual citizens; or it* may, in the interests of 
the whole community or of a defenceless section (if any 
such there be), regulate and control the operations of 
industry. The first of these forms involves the adoption 
of the principle of collectivism, nationalization, or State 
socialism, and will be considered presently. The second is 
too obvious to call iof illustration, but examples may be 
found in such legislation as the Agricultural Holdings 
Acts, the Seed Supply (Ireland) Act, the Ground Game 
Act, or in the supply of capital for the dye industry, for 
the cultivation of beet sugar, or for oil production— though 
these Acts and subventions might have been dictated by 
motives other than that of commercial production. 

More often thg State has interfered with productive 
industry by way oZ control and regulation. It was the 
condition of the child-workers in the new cotton mills of 
Lancashire which first compelled the intervention of the 
State, and led to a long series of Factories and Workshops 
and Mines Acts which have limited the employment of 
childreft and women. In the case of mines the State has 
directly restricted the hours of labour adult men ; else- 
where a similar result hao indirectly ensued from the 
restrictions imposed upon tl 3 employment of children and 
women. That State control has improved the conditions 
in factories and workshops out of recognition admits of no 
question. It is not indeed easy f<fr us of a later generation 
to understand the vehemence with which the earlier Factory 
* Acts were opposed by the disciples of the Manchester 
School in early Victorian days. There is, however, this to 
be said. The Benthamites had found it no easy task to 
emancipate industry from the shackles which mediaeval 
regulation^ had fastened upoh it, and^they wertf naturally 
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fearful lest they should, in anouier ,f6rm, be miiqNMed* 
Experience has to a large extent dissipated i^ese fern; 
increased safety, secured by minute regulation and frequent 
inspection^ improved sanitation, greater solicitude for tb» 
comfort and recreation of employ^i^ have hitherto certainly 
not impaired production, while contributing as certainly 
to the ^well-being of mfllions of manual workers. But 
whether the limitation of the working-day of adult 
workers can be economically justified still remains to be 
proved. 

In many other ways the State has, during the last half- 
century, indirectly interfered with the conduct of industry : 
by imposing on employers liability 'for accidents to their 
workmen ; by compelling employers and employed to con- 
tribute towards the State schemes of insurance against 
sickness and unemployment; by insisting on regulations 
to ensure the safety of those who go down to the, sea in 
ships; by the encouragement of town-planning and the 
provision of artisan's dwellings ; even by the provision of 
gratuitous education. ^ v 

Some of these things may be thought ’to touch production 
somewhat remotely ; but they all in^lve^taxation, and 
taxation is primarily a charge upon industry. Still more 
remote is the provision of various amenities of life by public 
authorities : baths and washhouses ; libraries, museums, and 
art galleries; parks, open spaces, golf links, and other 
means of rocreatio^i. Perhaps even, the Bank Holidays Act 
should be included in this category. 

That it is the function of th(3 State to provide a medium 
of exchange is not denied even by the most pronounced 
individualist, but it should be obs^lfvecf that the use of 
cheques and bills of exchange has in efiect considerably 
impinged upon the monopoly of the Government. In the 
Middle Ages, as we have seed, the State — and still more 
the subordinate .law-making bodies witLin the State — ^not 
onl^; provided a 'medium of exchange, but attempted to fix 
the terms of exchange. At times, the modem State also 
has felt itdelf compelled to fik prices ; but the unfortunate 
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QOmeqiieiiees of thjp oeeaaioiiai mtnmion into iiie oom* 
mmai domain is illustrated by the^reoent history of 
the Irish land question, and by the confusion which at 
present (1922) exists in the building industry in England. 

Mr. Gladstone's Irish Lajid Act of 1881 conferred upon the 
sitting tenants a priiiileged position to which many of 
them were in no wise entitled, add created a dual owner- 
ship from the inconveniences of which the only satisfactory 
means of escape were found in land purchase. Lord Ash- 
bourne and Mr. George Wyndham brought good out of 
evil; in much the same way as Stein and Hardenberg 
solved the problem of dual ownership in Prussia. How the 
British Legislature is g<5ng to evolve order<out of the 
chaos created by the war-time Rent Restriction Acts, 
still (1922) remains to be seen. The iustum pretium 
is a thing after which philanthropists still hanker; 
the attpmpt to fix it by State action is apt to increase 
confusion. 

We are already, it will be observed, passing from the TheSUie 
function of the State in the domain of exchange to ‘its problem 
interference in that of distribution. The State has, at 
times, concerned itself with the problem of interest as with 
that of rent. But, as we have seen, the attempt to control 
the rate of interest and to prevent ‘usury' is apt to 
embarrass the poor borrower even more than the opulent 
lender. ’Floating money will find its own level, generally 
to the mutual convenienee of lenders and borrowers, if left 
to itself. To impose penalties upon the taking of ‘ excessive ’ 
interest is very likely, as Ada n Smith pointed out, actually 
to raise the price of accommodation for ihe person who is 
desperately in nee3 of /t. He is compelled not only to pay. 
the usurer for the loan of money ,^ut to compensate him 
f<»r the risk of detection in an illegal transaction. For, 

Vhile the borrower must, eafhypotked, borrow, there is no 
compulsion upon the usurer to lend on torms which he 
regards as inadequate to his risks. 

This is indeed a commonplace, and the only excuse for 
insisting upon it is, that the fiiorai to be drawd from it 
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extends, as the sagacious reader will jperceive, br beyotti 
the transaction immediately under analysis. 

The Money-lenders Act of 1900 is, however, of mincnr 
significance. With the rate of interest, in the larger sense, 
the State does not attempt to interfere. Nor, as a rule, 
with profits. To this rule war-time ^afforded an exception. 
It was perfectly natural 1;hat at the height of that heroic 
struggle public opinion sliould have insisted that when men 
were giving their lives for their country it was indecent 
that huge profits should accrue to individuals who were 
engaged in the supply of war-materials or other necessaries 
of national existence. At the moment when military con- 
scription wss imposed public opSubh would probably have 
supported the application of the same principle both to 
profits and to wages. The opportunity was lost, and did 
not recur. The taxation of ‘ excess ’ profits was ultimately 
adopted, but too timidly and too tardily, though ii*, is fair 
to add that when adopted it disappointed many expectations 
and undoubtedly contributed both to inflation and to waste. 
HfiCd the principle of equal national wicrifice — so far as 
equation was possible — been adopted' in military service, 
in industrial labour, in industrial and ^ovemmental direc- 
tion, and for capital, there would have been less heart- 
burning, less expenditu'^, and a smaller legacy of debt. 
'The disastrous legacy is not confined to the money debt. 

Long before the war there was in some quarters rf demand 
for a statutory nrinimum wage. Many wage-earners were 
and are honestly convinced that nothing but the selfishness 
of employers stands in the Wji^y of a substantial increment 
in the general rate of wages. War experience strengthened 
^the conviction. The State with ^ts ^bottomless’ purse 
became directly or indirectly responsible for the wages-bill 
which was proportionately swollen. What wonder that, 
after the cessation of war-timfe conditions, when wages are 
inevitably tending towards an econonuc level, the demand 
fo;; a national minimum should be renewed ? The State, 
as we have seen,* has already bjr the setting up of Trade 
* Cf. iupra, p. 163. 
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g(me som^wflky towards an aoeeptanee of the 
principle, in certain trades and industries. But, as in the 
ease of the mOney-lender, so in that of the employer, the 
State may impose its maxima and minima, but it cannot 
compel the former to lend or the latter to employ. It may 
bring the horse to th^ water ; it cannot make him drink. 

Every decent person desires that i ‘ fair ’ day's wage should 
be paid for a ‘ fair * day’s wonc. But what is * fair * 1 
Even if the amount could be precisely ascertained, how can 
the State ensure that the industry should be able to pay it? 

‘ Wages ’ are far from being synonymous with ' earnings 
A rise in wages may mean a diminution of employment ; — 
a truth which would be realized much more acutely than it 
is if we were in the habit of taking the family instead of 
the individual as the unit of average earnings. 

A statutory minimum wage leads by irresistible logic to National- 
statut^y prices, or alternatively to subsidies or to protective 
tariffs, — perhaps to all three ; and the recognition of this 
truth has driven some people to accept, some as a counsel of 
despair, others ajk a counsel of perfection, the sugge^ion 
that the State should itself become the sole employer of 
labour, the soh director of industry, the sole distributor of 
commodities : in short that industry should be ‘ nationalized'. 

We have already considered this solution of the problem 
of industry from more than one angla It remains, there- 
fore, only to summarize the argument as applicable to the 
economic interests of the ne^ion as a whw’e. 

The proposal is that on a given day, or by successive The plan, 
stages, the State should acc^jiire — whether by purchase or 
by a simpler and ruder method — and stand possessed of, all 
the land, minerals, Rouses, factories, furnaces, ‘ works ^ 
shops, ships, rail)^ys, tramways, ^colleges, schools, ‘ under- 
takings ’ (e. g. for the supply of gas, water, electricity), all 
plant, machinery, stock-in-tfade, banks, securities (whether 
representing home or foreign investmentp) — in short, the 
entire wealth, property real and personal* capital fixe<\,and 
circulating, at present belonging to individufl citizens of 
every class. 
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The State would then proceed^ to organize the whole 
commuzdty in one vast civil service, assigning to eaoh 
citizen his appropriate task, industrial, commercial, agri^ 
cultural, intellectual, educational^ or what not ; paying him 
his appropriate remuneration, either in the form of money, 
or labour-cheques, or perhaps in kin^ ; and providing him 
with all that he needs fof bodily and mental subsistence* 

Let it be repeated that provided the existing owners of 
property were fairly compensated there cwa be no objection, 
on moral grounds, to such proposals. State socialism is no 
more immoral than individualism, or S3nidicalism. These 
different schemes for the economic organization of the 
community ijpmst be judged, each oh ^s merits, and primarily 
upon economic merits. For this is certain. Unless it were 
supposed that a socialistic or 85mdicali8tic politjr would 
secure a higher average standard of comfort to the individual 
citizen, little more would be heard of the proposa^p, save 
conceivably from two quarters. ^ Good ’ people might still 
think it worth while to make some economic sacrifice — 
a sacrifice, be it observed which is to^all, ex hypothed, 
upon aU classes — for the sake oJ Ibhe* ethical advantages 
which might be supposed to accrue frjjm equality of con- 
ditions. * Bad * people might, from motives of hatred and 
envy, rejoice in the impoverishment of the rich even if it 
brought no enrichment of the poor. But it is not with 
such arguments that we are immediately concerned.' 

Some advocatesiof socialism are, however, convinced that 
the change they desire would bring great economic advan- 
tage, at any rate to those wh^ are at present included in 
the ranks of the ' leas fortunate *. The existing organization 
has, they contend, hopelessly brokei^ do(irn ; 'capitalism’ 
has brought agriculture 'to ruin; it cannot provide the 
people with regular employment ; nor with decent haluta- 
tions; nor with reasonable health; nor with adequate 
wages; it has failed to secure industriaUnarmony at home ; 
it is^responsible for war between the peoples. 

Is the indictment true ? It is certainly true that private 
enterprise 'has not brought abouf the millennium. But is 
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^oonomie syitoo} rti^iudbie for the failure or do the 
reaeons go deeper! 

Let it be observed that no Qovemment could make itself 
responsible for the economic organization of society unless 
it were entrusted with the power to assign to each member 
of the community liia task, and with the power to say,— 
a still graver responsibility, — whether any given member of 
the community should be there ^t all In plain words: 
industrial conscription and birth-control are the inevitable 
concomitants of any complete system of communism or 
even of State socialism. It is not suggested that this con- 
sideration affords any conclusive argument against either 
system: Hbut the facts \nust be faced. The ^age-eamers 
must not imagine that socialism is consistent with freedom 
to choose their own employment: to accept work or to 
refuse it ; to strike for higher wages or better conditions. * 

They iiay, or may not, enjoy more of the good things 
of life under the despotism of the State, but a despotism it 
must needs be. True, the ‘ State ’ will be what they make 
it; but even a tmde umon works through an executive 
and officials. Can dn industrial democracy do otherwise ! 

You may insist os^a rigid application of the eminently 
democratic principle of rotation of office. He who serves 
to-day may give orders to-morrow. Whether rotation 
will make for industrial efficiency is a moot question ; but 
it would evidently satisfy the craving for social and 
political equality. If, however, it did no^ secure efficiency^ 
the ‘ghastly failures of capitalism’ might conceivably 
reappear under collectivism. 

The standard of comfort can be raised only by increased Th^ mo* 
production of thoJe cijmmodities which contribute to com-^ “ * 
fort. The sole question which the^economist has to answer 
is whether there is a reasonable probability that a socialistic 
Regime would produce greater economic efficiency, whether 
as a result of the Abolition of capitalism there would be 
more to go round ? 

The answer to these questions would, in some measure, 
depend upoo^the method by whibh the transition was effected 
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from the one system to the others Sneh is the 
contention. We frankly admit, they say, that if heavy 
compensation has to be paid to existing owners, the new 
Socialist State would start with an encumbrance of debt 
for which no improvement in economic efficiency contd 
compensate. 

Let us then, in deference to this objection, waive all 
question of compensation, and, for argument’s sake, make 
the new State a present of all the land, fixed capital, 
buildings, &c. It might similarly acquire all the property 
held by foreigners in England ; it could hardly exp^ to 
be endowed with the capital invested by Englishmen 
abroad. Tl)ere would then be rent to pay and no 
interest; these items might be wiped off the national 
balance sheet. But rent and interest really Represent 
a portion, continuously recreated, of the product of industry ; 
it cannot therefore be assumed that the rents at present 
«?aid to landlords, or the interest paid to rentiers^ would 
necessarily be transferred to the new Commonwealth, If 
agriculture and industry continued tq. yield them they 
would be at the disposal of the sta'te ; not otherwise ; and 
experience of the economic results of ppblic pnterprise com- 
bines with a priori probability to suggest grave doubts, to 
say the least, whether land would continue under State 
management to yield a rent, or capital to produce interest. 
That result might equally ensue, if the new State were 
burdened with tjae payment of annuities to expropriated 
owners; and confiscation would to that extent be more 
convenient than compensation. But the point which, in 
the interests of thoagreat mass'of the citizens, it is important 
to ascertain is whether the national dividend would suffice 
to pay them higher ren^funeration, either in cash or kind, 
than that which, on the average, they now receive. Here 
we are in the realm of conjecture. f 

The only guidance obtainable is tUat from the actual 
reqplts of commahlstic or collectivist experiments. We are 
forbidden to found an argument for or against socialism 
upon the experience of BolsheviB\ Russia ; sinqe bolshevism 
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be t>he aatithetis of socialism; while oolleotiviBt 
ejspmmente have only been partial, and have been generally 
amdneted in the unsympathetic environment of predominant 
private enterprise. That is true ; but how far the environ- 
ment has impaired or assisted the experiments is more 
doubtful. So far afe experience can be trusted we are com- 
pelled to infer that pu\)lic enterprises are more exti wagant 
in management, less fruitful in profits, not more conducive 
to industrial hanyony, and on the whole less productive of 
public convenience than similar enterprises under private 
management. Communism is wholly discredited alike by 
the experiment in Russia and by that of William Lane’s 
settlement in Paragutfj^^ State socialism can he judged 
only by experiments in nationalization or municipalization, 
hitherto tried on a relatively small scale, and by war-time 
experience when circumstances were abnormal, 

No one doubts that a particular industry might be 
nationalized with advantage to all classes concerned ii^ 
it: provided it was not required to stand on its own 
feet. High wages could, for instance, be paid to miner»or 
railway servants, and eV^n fair compensation to the share- 
holders, under a ng.tIonalized scheme, without necessarily 
raising prices or charges to the consumer, but only if the 
State were prepared to subsidize those industries. So soon as 
the principle was universally applied to all industries the sub- 
sidies must necessarily cease : since they could only be paid 
to one industry out of Jhe profits of another. The high 
wages paid during the recent war were largely paid by the 
Staty either out of capital iorrowed from individuals, or by 
means of depreciated paper. Such expedients could not be 
indefinitely relied lapon ; nor relied upon even temporarily, 
if the principle of natfonalization were universally adopted.* 
Herein lies the fallacy of arguing from the particular. One 
say in the engineering industry, may be earning large 
profits, and paying large dividends. Immediately, the case 
is quoted, Md there is a demand for higher wages through- 
out the industry. The industry as a whole cannot arford 
^ Cf.^wwtucGrahame, Whett SocMism Failed, John Murray (1912). 
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to pay them, though one or two i^niis can. Tbmi M tiie 
industry be essential to national lifb, the 'natkm’ k k 
argued must pay. Why, asks the revoluticmary sooiaiiat, 
should each industry be requir^ to pay its way ? * The 
army does not pay its way. .. . . There is then no reason in 
the nature of things why the coal 'industry should pay its 
way. . . . Suppose that the coal industry, though neoessaiy, 
is financially and permanently bankrupt ; then the living 
wage, for the workers in it should, in Jjabour’s view, be 
taken from the superabundance of other industries.* ' But 
suppose that the railways should go the way of coal 1 And 
iron and steel follow the railways into bankruptcy ? And 
the textile trades the metal trades? And agriculture 
become involved in the common ruin? Whence would 
come the funds to provide — to say nothing of profits or 
interest — a ‘ living wage * for the manual workers ? 

Are the suppositions fantastic; are these suggestions 
^remote from reality ? Would that they were. The facts are 
too serious. The coal industry, under Government control, 
wae brought to the verge of bankruptcy, and involved the 
nation in a loss of £26,000,000. Ihe net receipts of the rail- 
ways which in 1913 totalled over £48,000,000, and yielded 
to the proprietors, on the average, a modest dividend of 
about 4^ per cent shrank in the year 1920-1 (the last full 
year of Government control) to a little over £2,000,000. 
Agriculture, in the same year (1921), claimed from the 
State nearly £20,000,000 in redemption of the pledges con- 
tained in the Corn Production Act. If these things were 
done in the green tree, what shall be done in the bay ? The 
deficiences in thesq. three essc^itial industries were met out 
of * the superabundance of the profits of #ther industries * — 
or perhaps partly out of tthe taxatiod of capital. But that 
is a process which cannot be indefinitely prolonged, and 
would very quickly be arrested if industry in general werqf 
nationalized. 


' Gerald Gould, ap. Fortnightly Review^ July 1921, and cf. hit 
Coming RegpiuHon. 
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be urged, that the strongest argument sthieia 

iersoeialiaatbn is nofe(»nomic but ethical. Unquestionably, 
the progress made in recent years by the socialist party has 
been due to the success with which it has appealed to some 
of the most estimable qualities in man : to pity, to unselfish- 
ness, to the charity that suflfereth long and is kind. It 
cannot be right, say kindly folk, that some should have so 
much wealth, and many so little; that the few should 
wallow in luxury, iind the masses should have a bare sub- 
sistence. No right-minded person could indeed acquiesce for 
an instant in the present condition of things, were it proved 
that by any redistribution of wealth the lower levels 
of society could be substantially or permanently raised. 
Acquiescence is only possible if we are convinced that com- 
pulsorily to deprive the rich of their superfluities would 
mean for the poor not a levelling up but a levelling down, 
and that nothing can permanently raise the general standard 
of comfort except a much larger aggregate production 
commodities. 

Consequently, the solution of the ethical problem ds 
dependent upon the solution of the economic. Pity may 
not be misplaced, but the true benefactor of society is the 
courageous and entei prising captain of industry, or the 
humble cultivator of the fields, who, by persistent toil, can 
make two blades of grass grow where one grew before. He • 
truly deserves better of mankind, not only than ‘ the whole 
race of politicians but than all the socialist propagandists 
and all the preachers of altruism. The socialist, Christian or 
otherwise, ought to regard with gratitude and admiration the 
du ring pioneer who risks his ovn capital-^and other people's 
— ^in some great adventure whiqh, if successful, will bring 
wealth not merely to hhnself but t(>society. It is a fallacy 
to imagine that the most selfish of millionaires can monopolize 
t|ie advantages of the wealth ^e creates or possesses. He 
can only utilize it by sharing it ; unshared it is as dust. 

And this from no motives of altruism, biit ynder the stem 
law of economic necessity. 

Socir.M' — T:'?uld fail even moredamentably than capitalism, 

18 
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nnlflM, under the hew regime, thei^industrial 
stimulated by the social motive to greater enterprise and 
more perfect organization, and unless the industrial privates 
were by the same motive induced to work harder for the 
community than they now do for themselves. Given this 
change of heart and conduct, socialism would be not only 
safe but assured of success ; but might it not then also be 
superflhouB ? 

It will be objected, ho4rever, that to expend criticism upon 
the proposals of State socialism is to waste words ; that the 
bureaucratic type of socialism has passed into the limbo of 
Victorian superstitions; and that all the vital forces of 
socialism are now enlisted under banner of syndicalism 
or of the guild type of socialism. There is substance in this 
objection. r 

Socialists have themselves been guilty in this matter of 
some disingenuousness. They ask for ‘ nationalization ' ; but 
nationalization, as worked out in legislative detail in the 
^projects recently submitted to Parliament, is very remote 
from that bureaucratic type of socialism which has for 
so long been familiar to readers x>f Fabian literature. The 
socialist of to-day aims at replacing the private employer or 
limited company, not by the State a.xd an ^industrial Civil 
Service, but by the workers of a particular industry or by 
^ a guild organization. Thus the ultimate objective of the 
miners was stated by the extreme section to be th^e elimina- 
tion of the employer and the building up of an organization 
which would * ultimately take over the mining industry and 
carry it on in the interests of the workers.’ ^ Nationalization, 
it was clearly perceived and candidly confessed, ‘ does not 
lead in this direction, but simply mak^s a National Trust, 
with all the force of the Government behind it, whose one 
concern will be to see that the industry is run in such a way 
as to pay the interest on tl^ bonds, with which the coi^- 
owners are pmd out, and to extract much more proht aa 
possible, in order to relieve the taxation of other landlords 
and capitalists. Our own concern is to see that those who 
* Th$ Mmei^s Next Step (1912). 
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nmte the vsim recdiye k’ ^ That ig perfectly frank ; but 
the parliamentary sodaUstg are more astute. Their plan as 
revealed in Bills, already drafted, is to utilize the resources of 
the State to buy out the existing owners of the coal mines, the 
railways, and so on, but, having done that, to hand over the 
actual control and man^ement of each nationalized industry 
to joint councils, in which ‘ Labour** would presumably pre- 
dominate. They are quick to perceive that State socialism, 
as formerly understood, would mean no more than the 
substitution of one master jor another, the domination of 
a bureaucracy, at once soulless and omnipotent, instead of a 
number of more or less squeezable individuals or companies, 
who may be as deipid as^he State itself of any tincture of 
humanity, but who cannot employ the military resources 
of the State to effect their selfish economic purpose. 

If a gild, or a workers’ soviet, or a joint committee can The true 
producq^ better results than State control or private enter- 
prise, there is every reason, from the consumer’s pointy 
of view, for hoping that they may have the opportunity of 
demonstrating theii^ability^. The great thing to be desirW 
is that the experiment should be facilitated. The manual 
workers have, in the trade unions and the co-operative 
societies, the command of large funds. If they have faith 
in their principles, let a portion of those funds be applied to 
the experiment. Capitalists, small as well as large, are 
taking from day to day industrial risks. To take risks 
is indeed essential to industrial progress. The co-operative 
societies have, in certain fields, shown tj^emselves able to 
command great administrative ability. So, in other fields, 
have the trade unions. If the syndicalist or gild theory be 
economically soundP, the disciples of those cults ought not 
to shrink from the obvious test. As things are, they would 
have to compete with private enterprise. But why not ? 

!She main indictment against capitalism is that it has failed 
to* produce the goods’. If syndicalism or gild socialism 
can succeed, the consumers will have good ueason to rejojjg^ 
in their success. 

^ ^ ’ Ibid., p. f9. 

18 * 
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Gild Syndicalism and gild soeialisili are alike eqiaa% 

lodaiiun. Qppog^ both to private trading and to State aodalism ; IwA 
between them there is an essential difference. The syndi* 
calist would have the ' workats ’ take over the complete 
control and management of each ind^try» but has not, 
it would seem, decided whether the ‘ workers ' are or are 
not to pclude the technical, managerial, and administrative 
staffs. Nor would the consumer be represented on the 
board. The industry would be run iii the interests of 
the workers, but as all workers in one industry are con- 
sumers of the products of the other industries, some com- 
promise might, on this point, be effected. 

The gild, socialist would include every grade bf worker, 
manual and intellectual, and would also safeguard the 
interest of the consumer, by fixing prices in conjunction 
with a consumers’ organization. About all this there would 
seem to be an air of artificiality, but there can be no, possible 
^objection to experiment,^ and if the experiment succeeds 
so much the better for all parties, including the privately 
managed concerns which will b^ stimulated by competition 
to greater and greater efficiency. 

Mftlthufl Behind all these schemes of social improvement there 
still looms, however, the ghof,t of Malthus. In 1798 
popuU- William Godwin published a work in which he main- 
tained that all human ills were due to the imperfection of 
human government and institutions. Given good laws and 
good govemmert there was, he held, no reason why man 
should not attain to a perfect existence on earth.^ Four 
years later he published in his Iinquirer a collection of 
essays, to one of ^hich on J&jarice and Prodigality Malthus 
was moved to reply. In the firsj eoition (1798) of his 
famous Essay on Population Malthus contended that such 
perfection could never be realized, because human misery 
was the result not of human^njustice and bad govemmeiOt 

• , ’ At least one sncfil experiment has been launched in the buildtBg 
industry, and the results will be watched with sympathetic interest. 

• Inquiry concerning F<^iticaipu8t 'se and Its and 

Hafpine^. 
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MtOIaii inexofftbiejb^iof nature; that population tends 
to outstrip subsistence. That result is averted only by 
the operation of the * positive checks * of misery and vice. 
Alarmed by the inferences naturally drawn from this 
startling proposition, Malthus— no latter-day Herod, but 
a kindly clergyman apd a Cambridge wrangler to boot-— 
hastened, in a second edition, ' to soften some of the Ijiarsher 
conclusions of the first essay an^ to add to the positive 
checks of misery and vice a third, ‘preventive check’ of 
moral restraint or abstinenq^ from marriage. 

Detailed discussion of the Malthusian principle would be 
out of place in the present work,' but it may be summarily 
said, that even if it be trife, that while subsistence increases 
arithmetically population increases in geometrical ratio, the 
world regarded as a unit has given no sign as yet that it is 
unequal to the task of sustaining the world-population. If, 
howevqf,any particular country be regarded in isolation, the 
truth of Malthus’s proposition has been indisputably demon- 
strated. Before the establishment of British rule in India, 
wars, almost incessant, coijbined with vice and disease 
keep a teeming population within the limits of subsistence. 

The Paa Britarnicckiui'poBed by the British Raj combined 
with sanitary regulations to diminish the death-rate. 
Recurrent famines were the result which the teaching 
of Malthus would have led us to anticipate. Scientific* 
study of«this economic phenomenon, and marvellous ad- 
ministrative ability in dealing with it, b^ve gone far to 
counteract the earlier efiects of British beneficence. Still, 
India has supplied a sinister reminder that, if administra- 
tive vigilance were relaxed, mature mi^t again reassert 
herself, and afibrd $, disagreeable* justification of the appre- 
hensions entertained by Malthus. « 

Nor is it possible, altogether apart from the mathematical The 
Ifw formulated by Malthus,* to ignore the fact that in 

^ aay. 

' Fox Malthus, reference may be made to James Bonar, Malthus 
Ofki Mis Work (Macmillan, 1885). The more i&portant chapters 
the Essays of 1798 and 1808 have been reprinted in convenient form 
in Seoiji^ifi Classics (ed. Ashley) (Macmillan, 1895). Cf. also £. 
CannatfT JLneOf'ts^ of Ptvduction and Distribution (1892). * 
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England we are to-day confrontad a higidy artiife^I 
situation. The wonderful advances registered einee Adam 
Smith's day in the processes of production, mme par- 
ticularly in the textile and steel and iron industries, nmde 
England for two generations the; workshop of the world, 
A parallel development^ in facilities of transport brought 
to the industrial workers an adequate supply of cheap food. 
Agriculture was suffered to decay ; Englishmen ceased to 
speed the plough, and the rural villages ‘were deserted for 
the new mining districts, for Ahe black country, and the 
factory towns. A successful blockade of English ports 
would, therefore, compel abject surrender. Perhaps we 
were nearer: to it in 1917 than isisommonly realilzed. But, 
be that as it may, it is plain that the English soil, how- 
ever intensively cultivated, could now sustain the English 
population only, if at all, at a prohibitive cost. 

The redie- Yet there are empty spaces, in the Oversea Dominions of 

fcribution British Crown, which are in urgent need of human cul- 

ofpopula- f . 1 . 1 . 

tion. tivators. National security and economic expediency com- 
bine to demand a redistributior; of th» man power of the 
Empire. Unless the empty spaces of Australia and Canada 
are quickly filled with Engli8hmen,J-key will be filled by 
others. If they are filled by Englislmen the migrants will 
not only supply the home-land with abundance of food, 
but will offer to the industrial workers in England the 
best of all markets for the disposal of their manufactured 
products. Nothing, therefore, can contribute so effectively 
to the progress of Imperial trade as the development of 
Imperial settlement. The migrant is trebly blessed : he is 
blessed himself id the opefiing opportunities of a fuller, 

, freer, and richer life ; he blesses the lanU he leaves, and he 
blesses the land to which he goes. 

Tlv SUte Nor is the theme irrelevant to the main argument of the 
present chapter. Mill included the control of emigrotioK 
among his ^ort list of exceptions to ine general policy of 
l{ij^ 2 hfaire\ ‘Be^des the importation of com, there is 
another resource which can be Jinvoked by a natio n, whose 
increasing numbers press hard, not againsi 'capital, 
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bmlligttii^i the pioduti^ve capacity of their land : I mean 

emigration, especially in the form of colonization The 

removal of population from the overcrowded to the un- 
occupied parts of the earth’s surface is one of those works 
of eminent social usefulness, which most require arid ivhich 
aJt the same time t)est repay, the intervention of Govern- 
ment.* ^ These words are remarkable, not only as coming 
from Mill, but from any Englishman at a time when the 
Imperial pulse was at its feeblest; when even Disraeli 
could think and speak of our Colonial possessions as a ‘ mill- 
stone round our necks*; when the ‘weary Titan* was 
groaning under a ‘burden', of which the Manchester 
School was anxious bhl to be rid. 

Much has happened since Mill wrote (1848)| not only to 
quicken the Imperial pulse, but also to add emphasis to the 
purely economic reasons for encouraging migration from the* 
heart^f the Empire to the lands which are ‘ Daughters no 
more but Sisters and doubly Daughters so So lately as 
thirty years ago the main stream of emigration from this 
country flowed tojihe United States of America, It is mow 
directed to the Dominions. The spaces are wider there; 
the welcome wanger, and the commercial reaction upon 
the trade of the mother-land much more direct and more 
important ; for the amount of British goods purchased per 
head in the U.S.A. is only 88. 2d.f compared with 448. 
per head in Canada; with £4 58. lid. in South Africa; 

£8 78. 4d. in Australia, ^ind £12 4s. 5d in New Zealand. 

The Empire Settlement Act, passed by the Imperial Empire 
Parliament in 1922, marks a modest step forward in 
a sound policy. The broad effect of the war, as regards 1^2. 
migration, was tc# mulct the Dominions of nearly 2,000,000 
British subjects, and to throw# a corresponding burden* 
up(Hi the already congested labour market of the homeland. 

Acting in close and cordial ^o-operation with the Govern- 
ments of theDomiiflons, and other various voluntary agencies 
at home—notably the Salvation Arm 5 i 5 ttie Church Army, 
and Dr. Bamardo's Homes— the Imperial Govemmeiit^ 

* Op, cit, pf. 197, 970. 
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now ntiftking an effort, whieh nee^ to be not iqiMiiodie 
but sustained, to readjust the balance of population* 

The teeming population of urbanized England must 
buy its food largely from abroa^, and therefore must find 
oversea markets for its own products. The overseas 
portions of the Empire can sell them 'the food and buy 
their goods; but they dould sell more and buy more, if 
they were not so sparsely peopled. For whereas Great 
Britain has 480 inhabitants to the square <mile and England 
no fewer than 670, Canada has only 2-7, Australia 1*8, 
and New Zealand 1-7. The policy of some of the Dominions 
in regard to immigration has, in the past, not always been 
enlightened; the exclusive spirit'^bdth in regard to men 
and goods has tended to dominate politics; but there are 
now unmistakable indications that the blunder has been 
» realized and will, as far as possible, be repaired. 

Voluntary agencies can do much: individual ini^ative 
will do more : but this is pre-eminently a work in which 
Government may legitimately do something. At the moment 
(1922) it is indeed a choice between different objects of 
public expenditure: and the economist, as well as the 
moralist, may fairly demand that the JLegislature should 
consider whether a large portion of foe money noW •being 
expended on the relief of the unemployed at home might 
not be diverted with far greater hope of permanent utility 
to the assistance of inter-imperial migration.^ The principle 
of national husbandry, in the largest sense, would seem to 
sanction this mefliod of conserving the most valuable of 
all our resources— human capital. And here at least 
Ethics, Politics, and* Economics are in complete harmony : 
individual well-being, natjpnal security, public health, 
'and the wealth of nations, would adl derive inestimable 
advantage from persistence in a policy of carefully con- 
ducted migration. Public mon^y invested in this enterprise ^ 
would infallibly yield a rich return; <and the dividend 

«• 

^ SPhe Bum provided in the Empire Settlement Act was j£l,500,000 
for the first and £3,000,000 for the nejt fifteen years. £lQQ.0^y .00Q 
* is at present (1922) the estimated hnnual cost of ‘ un Anpoy ment7 
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UtmU mot be merelT tx^ mainly material. But discuBsion 
of this question is rmevant only in illustration of a general 
prineiple. 

The principle involved is that of the proper sphere of T>tmo- 
the economic activities of the State. It has been said that 
no limits can be assigned to it since socialism is the 
natural complement of democracy. It is certainly true 
that, with the development of political democracy, larger 
functions in the^onoinic sphere have been entrusted to 
the State as representing ^e community. This is natural. 

When the people are the State, in a governmental sense, 
they are naturally less mistrustful of State interference. 

Yet they* will do weR To reflect that the State must act 
through individual agents, whether it be in the command 
of an army, in the management of farm or factory, or in 
the direction of education. It must beware, then, of the 
subtle^danger pointed out, in his famous essay on Liberty^ 
by Mill. ‘ The worth of a State, in the long run, is the 
worth of the individuals composing it ; and a State whicH 
postpones the interests of their mental expansion rfhd 
elevation to a little more of administrative skill, ... in 
the details of business; a State which dwarfs its men, 
in order that they may be more docile instruments in its 
hands, even for ^neficent purposes, will find that with 
small men no great thing can really be accomplished ; anoT 
that the f)erfection of machinery to which it has sacrificed 
everything will in the end avail it nothing, for want of the 
vital power which, in order that the machine might work 
more smoothly, it has preferred to banish.’' The sole 
question then for the comiiunity to» decide is one of 
expediency : will they be better served by individuals, or 
groups of individuals, •animated by a spirit of rivalry and 
competition ; or by a single organization inspired, no 
^oubt, by zealous concern fer the common weal, but not 
under the stimuluefwhich is derived from competition or j 
personal ambition 1 ^ 

A dogmatic answer to this question is inadmissilJle. 

* fin. 
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Only experience can decide. T!^ r^te of experience 
are, on the one side, manifold and manifest : m die odier, 
though not entirely lacking, they are few and disputable. 
It were, as already said, muck to be desired that they 
ehould be multiplied by experiment. 

One final reflection. ^The community now possesses a 
real safeguard in the controlling and supervising authority 
of the State. In a socialized society, Qv/is custodiet 
custodes ? It is not suggested that socitflism would trans- 
mute dogs into wolves: but all, would be hirelings. What 
then of the sheep ? The best of men are not fallible. At 
present they are not merely stimulated to activity by 
self-interest: and competition; tSey are closelj/ washed 
by an outside authority. ‘The proper function of the 
State’, it has been truly said, ‘is not to manage and 
coerce every one, but to control, assist, instruct, protect 
individualist forces*.^ If the omnipotent State were to 
take upon itself the performance of every function, economic 
as well as governmental, who would control or assist, or 
indeed coerce ? 

The subject is, however, inexhaustible and fitter fo^ many 
volumes than for a single chapter. Yet whether we reach 
«a conclusion or not, we must needs bring this chapter and 
this volume to a close. It is well that the existing condition 
of society should arouse questioning and even discontent. 
In the presence? of much poverty and suflfering callous 
acquiescence, on the part of the more fortunate, would 
argue selfishness a^d sin. ]^ut if the greedy and covetous 
need to be reminded of the stern preceptf. of Christ, not less 
do the generous and warp-hearted require to take heed of 
grave warnings of philosophy and experience. If it be 
true that deliberate legislatWe enactments produce un- 
suspected reactions and consequences that impair and even 
neutralize the ben^ts they are intended to confer, it is 
rqxally true thai the less considered and less deliberate acts 

Vox ClamantU^ p. 200. 
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tilmdividaals are a^ttc^efeat their own purposes. Enthusi- 
asm is said to be like fire, a good servant but a bad master. 
Undisciplined compassion may work much havoc. We 
have not less need of knoivledge than of charity. ' life is 
more than meat, and the body than raiment yet raiment 
and meat are alike pssential to life. Between the laws of 
wealth and the precepts of morality there is, in the last 
analysis, no contradiction. But ethical practice is con- 
ditioned by the Operation of economic law, and, in the one 
case as in the other, the wages of disobedience is death. 
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THE FlVi^ NATIONS, la^th Thousand^ 
Cr. Bvo, Buckram, ys. 6d. net. tKIm 
Fcap. Bvo. Cloth, 6s. net ; leather, ys. 6d, 
net. 

Also a Service Edition. Two Vuumet. 
Square Fcap, 8vo. Each 31. net, 
DEPARTMENTAL DITTIES. sosrd 
Thousand. Cr. Bvo. Buckram, 71. 6d. 
net. Also Fcap. Bvo. Cloth, 6s, wet; 
leather, ys. 6d. net. 

Also a Service Edition. Two Volumes. 
Square Fcap. 8vo. Each tt. net. 

THE YEARS BETWEEN. 952* Thousand. 
Cr. 8vo. Buchrarh, ys. 6d. net. Feap. 
8vo. Cloth, 6s. net' leather, ys, 6d, net. 
Also a Si^’<**'u^tion. Two Volumes. 
Square Fcap. Boo. Back 35. net. 

A KIPLING jANTHOLOGY— VERSE. 
Fcap. Bvo. cMF. 6s.^net. Leather, ys. 6d, 
net. i * # 

TWENTY POEMS FROM RUDYARD 
KIPLING, siith Thousand. Fcop.Bv%. 
IS. net. 


Knox (E. V. 60. (*EToe* of Punch.) 

PARODIES REGAINED. lUustrated 
by Gxorgb Morrow. Fcap. Boo, 55. net. 
THESE LIBERTIES. Fcap. Boo. qi.6d.net. 
Lamb (Charles and Mary). THB r COM- 
PLETE WpRKS. Edited by E. V. 
Lucas. A New and Revised Edition sw 
Six Volumes. With FroiUispieces. Fcap, 
8vo. Each 6s. net. 

The volumes are ; — 

1. Miscellaneous Prose. 11. Bua and 
THE Last Essay or Eua. hi. Books 


roM Children, iv. Plays and Poems. 
vr and vi. Letters. 


Laakester (Sir Bay). SflENCE FROM AN 
EASY CHAIR. Illustrated. Fifteenth 
Edition. Cr. Bvj. ys. 64. net. 

S6 ENCE FROM AN EASY CHAIR. 
Second Series. Illustrated. Third Edi- 
tion. Cr. Bvo. ys. 64. net. 
DIVERSIONS OF A NATURALIST. 
IllusiTated. Third, EditUm, Cr. Bh. 
ys. 6d , net, ^ 
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Hbssls. Methuen's Publications 


SKKBTS^F BARTH AND SB A.* Cf. 

8 m. 8 #. 64. n4t. • 

GREAT AND SMALL THINGS. lUus- 
tntod. Cf. 8po. 7s. 6 d. ntt. 

LMMrbouft(AO.) ^DIOlPOR EVERY- 
BODY. Ulnstrated. Cf. 8m. 7 s. 6 d^ 
tut, 0 

Loite (Ur OUw). HAN AND THE 
UNIVERSE. ^itUk EiUion. Cf. 800. 
71 . 64. lut. 

THE SURVIVAL OF MAN : A Stoot im 
UnacooKiaD HuMAif Faculty. Se$mh 
Edition. Cr. 8vo. 7s. 64. rut. 

MODERN PROBLEMS. Cr.Svo. 7»-64.rut. 

RAYMOND; or Lifr and Drath. 
lUostrated. Twelfth E4itioi§^ Denty 8vo. 
zos. 64. rut. 

RAYMOND REVISED. (Abbteviated 
edition). Cr. 800. 6s. na. 

Lorinf (P. H.). ^MlC^i^EORIES. 
Saeond Edition. Demy SvoT^as. 6d. net. 

LuW(E. V.)- 

Trb Litr or Charles Lamb, 3 vote., 21s. 
net^ A Wanderer in Holland, ios. 64. 
net. A Wanderer in London, ios. 64. 
net. London Revisited, ios. 64. rut. A 
Wanderer in Paris, ios. 64. net and 6s. 
net. A Wanderer in Florence, ios. 64. 

• rut. A Wanderer in Venice, ios. 64. net. 
The Open Road : A Little Book for 
Wayfarers, 6s. 64. rut. The Friendly 
Town : A Little Book for the Urbane, 
61 . rut. Fireside and Sunshine, 
6s. rut. Character and Comedy, 6s. net. 
Thb Gentlest Ar§i* A Choice of Letters 
by Entertaining Hanaa,>ilM^d. rut. The 
Second Post, 6s. net. Her Infinite 
Variety : A Feminine Portrait Gallery, 
6s. net. Good Co^an | : A Rally of Men, 
6s. net. OnBDa^and ViNOTKER, 6s. net. 
Old Lamps FOR New, 6s. Nsf. Loiterer’s 
Harvest, 6s. net. Cloud and Silver, 6s. 
rut, A Boswell OF Baghdad, AND other 
Essays, 6s. rut. Twixt Eagle and 
Dove, 61. net. The Phantom Journal, 
AND OTHER EsSAYS AND DIVERSIONS, 6s. 
net. Specially Selected ; A Choice of 
EsMys, 7s. 64. net. Urbanities. Illus- 
trated by G. L. Stampa, 7s. 64. net. 
Givino and Receiving. 6s. rut. You 
Know what People Are. 3** f*«t- 
Tbr British School: An Anecdotal 
Guide to the Bntish Painters and Paint- 
ings in the National Gallery, 6s. net. 
Rovino East and Roving West : Notes 
gatherwl in India, Japan, and America. 
5s. net. Edwin Austin Abbey, |R.A. 
8 Mis. £6 6s. Vermeer op De^t, 
zos. 64. net. " 

■MtfleM (John). THE SPANISH 
MAIN. A new edition. Cr.Svo. 6 s. 6 (Utet. 
A SAILOR’S GARLAND. slSond 
EdIUon. Cr. 8m. 6s. rut. 

SEA LIFE IN NELSON’S TIME. Bins- 
trated. Second Edition. Cr. 8m. |3$. net. 

Hfldraa (D. 8.). RftMBRANDrsi’AlNT- 
INGS. IVide R^Boo. £3 


IbthQOB (A.)^AN ANTHOLOGY OF 
Modern VbRSE. with introduction 
^ Robert Lynd. Twelfth EdUum. 
Peap. 8w. 6s. net. Th%n p»per, leather, 
71. 64. net. * 

SHAKESPEARE TO HARDY: An An- 
MfOLOGY OF English Lyrics. With an 
Introduction by Robert Lynd. Third 
Edition. Pcap. Bvo, 6s. net. LeiUher, 
7$. 64. net. ^ 

HoDougsU (WlUIam). AN INTRODUC- 
TION TO SOCIAL PSYCHOLOGY. 
Eighteenth Edaiton. Cr. Bvo. 8s. 64, net. 
BODY AND MIND : A History and a 
Defence of Animism. Fifth Edition. 
Demy 8vo. izs. 6d. net. 

NATIONAL WELFARE AND NATIONAL 
DECAY. Cr. Bi'o. 6s. net. 

Maeterlinck (Maurice)— 

The Blue Bird ; A Fairy Pftyln Six Acts, 
6s. net. Mary. Magdalene : A Play in 
Three Acts, ss%ei. Death, 3s. Od. net. 
OuR Eternity, 6s. net. The Unknown 
Guest, 6s. net. Poems, 5s. net. The 
Wrace or the Storm, 61. rut. The 
Miracle or St. Anthony : A Play in One 
Act, 3s. 6<i. net. Thb BuROOMxsfER of 
Stileuqnde : A Play m Three Acts, 5s. 
net. The Betrothal ; or, The Blue Bird 
Chooses, 6s. net. Mountain Paths, 6s. 
net. Thb Story of Tyltyl, sis. net. 
The Great Secret. 7 s. 6d. net. 

Milne (A. A.)- 

Not that 1* Matters. Pcap. Bvo. 
6s. net. If I May. Fedp. 800. 6s. 

rut. 

Newman (Tom). HOW TO PLAY BIL- 
LI ARDS. Illustrated. Cr. Bvo. 8s. 64, 
net. 

Oxenham (John)— 

Bees in Amber ; A Little Book of 
Thoughtful Verse. Small Pott Bvo. 
Stiff Boards. 25 . net. All's Well; 
A Collection of War Poems. The King’s 
High Way. The Vision Srijcndio. 
The Fiery Cross. Hick Altars : The 
Record of a Visit to the Battlefields of 
France and Fanders. Hearts Coura- 
geous. All Clear ! All Small Pott 
Bvo. Pgper, 15. 3d. neti cloth boards, it. 
net. vInds of the Dawn. 2s. rut. 

Petrie (W. M. Flinders). A HISTORY OP 
EGYPT. Illustrated. Sis Volumes. Cr, 
8v<u Each gs. net. 

VoL. 1 . From the Ist to the Win 
Dynasty. Tenth Edition. (las. net.) 
VoL. II. Thr XVIIih and XVIIIth 
Dynasties. Six</i Edition. • 

VoL. III. XIXth to XXXth DYNAsnia. 
Second Edition. 

VoL. IV. Egypt under thb Ptolemaic 
Dynasty. J. P. Mahafpy. Secohd^gAdutmm 
VoL. V. Egypt under Roman kulr. ( 
J. G. Milne. Second EdUion. 

VoL. VI. Egypt in thr Middle Aoii. 
Stanlbt Lamb Poole. Second EiUu§, 




Messrs* jhlkt&uiui 9 ruailCAflC^ 


•SYRIA AND EGYPT, FROM THE TELL 1 
EL AMARNA LETTERS. Cf.Sw. it-ntt, I 
EGYPTIAN TALES. TrariKated from thf I 
Papyri. Pint Series, ivth to xntSi \ 
Dynasty. Illustrated. Tkifd EiUton. 
Cf. 8po. 5 ** ♦»«*• 

EGYPTIAN TALES. Translated from the 
Pap^. Second Series, xviiith to xuth 
Dynasty. Illustrated. S»eond Edmbn. 
Cf. 6vo. 5s. net. 

PoUltt (Arthur W.). <-THE ENJOYMENT 
OF MUSIC. Second Edition. Cr. Svo. 
SS. net. 

Pries (L. L.). A SHORT HISTORY OF 
POLITICAL ECONOMY IN ENGLAND 
FROM ADAM SMITH TO ARNOLD 
TOYNBEE. Eleoentk Edition. Cr. Svo. 
SI. net. 

Bsloni (Edmund)— 

Toumy Smith’s Ahihau. Tommy 
Smith’s Oryua Ahimau. Tommy Smith 
AT thb Zoo. Tommy Smith again at 
THB Zoo. Each as. gd.^ Jack’s Iksbcts, 
is. 6d. Jack’s Other Insects, is. 6d. 
Bhsnsy (Persy Bysshe). POEMS. With 
an Introduction by A. Clutton-Brock 
and Notes by C. D. Lococx. Tmo 
Volumes. Demy Svo. £i is. net. 
SHELLEY; THE MAN AND THE POET. 

By A.CLt>TTON-BROCK. Ecap Svo. 7s.6d.net. 
Bmlth (Adam). THE WEALTH OF 
NATIONS. Edited by Edwin Cannan. 
Two Volumes. Third Edition. Demy 
£1 31. net. 

Smith (ff. 0 . KrIdh). LOOKING AT 
PICTURES. Illustrated. Second Edi> 
(ion. Fcap. Svo. 6s. net. 

Bommerfsld (Prof. Arnold). ATOMIC 
STRUCTURE AND SPECTRAL LINES. 
Demy Svo. 33s. net. 

StSYsnson (R. L.). THE LETTERS OF | 
ROBERT LOU IS STEVENSON. Edited ! 
by Sir Sidney Colvin. A New Re- ' 
nrranged Edition in four volumes. Fourth 
Edition. Fcap. Svo. Each 6s. net. 
Bortesi (B. B.)— 

Handhey Cross, ys. 6d. net. Mr. 
Stonge’s Storting Tovr, 7s. 6d. net. 
Ask Mamma : or, The Richest Commoner 
in England, 71. 6d. net. Jorrocks’S 
Jaonts AMD Jollities, 61. net. Mr. 


FAttr RoumD’i Hoviim. 9 i, Bit. mI. 
Haviucx Gramoe; or, Th# SpotHag 
Adventnitt of Thomu Scott* Vto., Be. 
net. Plaw or lUmouml yt. Bi. ml. 
Hillimodom Halil 71. 6d. net* 

TUden (W. T.k THE ART OF LAWN 
TENNIS. lilnstraM. Fifth Edition* 
* Cr. 800. 61. net. 


niMtoD mm W.).^ DAILY STRENGTH 
FOR DAILY NEEDST Twenty-ei^ 
Edition. Medium i6mo. u. 6d. net. 
UndsrhUI (Brelyn). MYSTICISM. A 
S£udy in the Nature an^ Development of 


Man’s Spiritual Consdonsness. Nintk 
Edition. Demy 800. zsi. net. 

THE LIFE OF THE SPIRIT AND THE 
LIFE OF TO-DAY. Fourth Edition. 
Cr. Svo. 71. 6d. net. 

Vardon (Harry). HOW TO PLAY GOLF. 
Illustrated. Sisteenth Edition. Cr. Bee. 
3s. 6d. net. r 

Wade (O.fW. K-IW TESTAMENT 
HISTORY. Demy Svo. x8s. net. » 
OLD TESTAMENT HISTORY. Ninth 
Edition. Cr. Svo. 71. 6d. net. 
Waterhonse (Bliubeth). A LITTLE BOOK 
OF LIFE AND DEATH. Twenty-first 
Edition. Small Pott Svo. u. 6d. net. 
Welte (J.). A SHORT HISTORY OF 
ROME. Eightunth EdUion. With « 
Maps. Cf. Svo. SS. ^ 

Wilde (Otear). THE WORKS OF OSCAR 
WILDE. Fcap. Svo. Each 6s. 6d. net. 

I. Lord Arthur Savile’i Crime and 
THE Portrait of Mr. W. H. n. The 
Duchess of Padua, hi. Poems, iv. 
Lady WiNDjnjuiHrt' F an. v. A Woman 
of No Importance, vi. Am Ideal Hub- 
band. vii. The Importance of Beino 
Earnest. eRii./A House of Pome- 
granates. ix/.NTMCTioy. X. De Pro- 
FUNDIS AND PRISON LSTtERS. XI. El- 
SAYS. XII. Salome, A Florentinx 
Tragedy, and La Saimte Courtisane. 
xin. A Critic in Pall Mall. xit. 
Selected Prose of Oscar Wilde. 
XV. Art and Decoration. 

FOR LOVE OF THE KING. A Burmese 
Masque. Demy Svo. 81. 6d. net. 

Teats (W. B.). A BOOK OF IRISH 
VERSE. Fourth Edition. Cr. Soo. 7$, net. 


Part II.— Selection of Series 
The Antiquary's Books 

Dtmy Svo. los. 6d. net eachivolume. With Numerons Illustrations. 
AnCibnt Painted Glass in England. , MyiOK and Manorial Records. The 
Aechmology and False Antiquities. MlbusvAL Hospitals of England. 


* The Bells of England. The Brasses 
or England. The Castles and Walled 
Towns of England. Celtic Art in 
Pagan and Christian Times. Churcr- 

, wardens’ Accounts. Thb Domesday 
iEuuMXT. English Church Furniture. 
Bnoush Costume. English Monastic 
Lifb. English Seau. Folk-Lore as 
^M Historical SaENCE. The Guilds and 
^CouTkum of London. The Hermits 
amifl Ahchoricbs of England. Tbx 


Old Enoush Instrvmbnts of Music. 
Old Enoush LiBRAEns. Old SkEviCN 
Books of the BiUlish Church. Parish 
DIfr in Mrduival England. Tnh 
Parish Registers of England. Ri- 
MAINS OF THR PrBHISTORIO AOR IN BMO- 

LAND- Tnh Roman Era in Britain. 
RoMiMo-BRinsH Buildings and Bartm- 
woRE. The RoyA' Forests of Sno- 
landA The Scsools of Mbduival Bho* 

I.AND.\SXX1MXB OF BxtnRH SAIHft. 



Hbihobk^ PoBucimAi 5 

The ArAn Shekeipeare 

Gene^ Editor, Ik H. CASi^ 

Jj$my 8vo. 6<. net each volume 

As editbs ol Sliakespeaxv in Single Plays; each edited with a fall latfo- 
duction^ TextuaPNotes, and a Commentary at the foot ef the page. 
Tilt Arden Shakeipenre will be complete shortly by the publication of 
THE SECONDn>ART OF KING HENRY IV. Edited by R. P. Cowl. 
HUGH ADO ABOUT NOTHING. Edited by Gracb TkBNBRT. 


Classics 0t Art 

Edited by Dr. J. H. W. LAING 
With numerous Illustrations. Wide Royal 8vo 
Tm Am Of ni* Grhu, aw. nrf. The 1 Etchikcs, 31s. 6 i. tut. Ri 
Am Of tH« Rouaks. i6«. tut. Chardin, Paintings, 635. tut. Rubrni, 301. tut. 
IS*, tut. Donatkllo^i6*. Grorob Tintoretto, i6s. rut. Titwn, i 6 s^tut. 
ROMNBT,X5*.n*/. (jRRLANllep, I5*.*»«<. TURNER’S SeETCMS AHdVDRAWIMI, 
LAWBNCB,a5S.II*<. Michelanoelo, Z5». I I 5 i»tut. Velasowu, 15*. HA 
net.' RAfHAiL, 151. net. Rembrandt’s ' 


The * Complete* Series 

Fully lllustraied. Demy Svo 


T«B CoMftiTB Airman, x 6 , . ♦**<. Thr 5 s. net. The Completi Lawn Tennii 
Sohplbtb Amateur Boxer, ioj. 6d. rut. Player, 12*. 6d. net. ^e Complete 

The Complete Association Foot- Motorist, 10*. 6d. r^. The Compijte 

_ 10* 6d. rut. The Complete Mountaineer, x 8*. net. The Complete 

^ the Oarsman, 15*. net Jn. 

Complete Billiard Player, 10*. 6d. ZeII 

net. The Complete Cook, ios. 6d. net. Rugby Footballer, on the New Zea 
The Complete Fcerhu^. i6s. net. land System, 12*. 6 d. 5 '*- •^he Coi^ 

The Complete Golper^^Wj. 6d. net. Shot, 16*. nti. The Complbw 

The Complete Hockey Player, 10*. 6d. Swimmer, io*. 6d. tut. The CoMPLEra 

iMl. The Complete Hob|bham, x 5 *. Yachtsman, x 8 *. net. 
net. The C oM|LEfHlujf JOAN. Cr.Bvo. 

• The Connoisseur’s Library 

With numerous Illustrations. Wtde Royal Svo. £i iis.6d.net each volume 

English Coloured Books. Etchings. 1 Ivories. Jewellery. 

®Eom"p.an “en^amls."” Fine Books, 

Glass. Goldsmiths’ and Silversmiths’ Wood Sculpture. 

WOEf. iLLUMlMAffED MANUSCRIPTS. | 

Handbooks ol TheoMgy 

Demy Svo 

The Docteihe of tee Incarnation, is*. !I*jSig?on ?k ’en wJnd”n? 5^ 

net. A Histort op Early Christian op Re th* xyxix Aeticlehof 

K;:.r.n., x 6 ,. nM. INTRODUCTJPY to J^enoLnd. 

tHB HXfTORY OF ReUOIOM, 12*. 6d.\^et. THE CHURCH OF HNCLAN 9* 

Am lMfE0DUCT10| NO ME HiSTOBY <)» 

Health Series 

Fcap. Svo. 25. 6d. net 

The Baht. The Care of the Bod^ The Lon^ SlJtfNo’J^rp'L^uE. Theoat 
CAREOF raETEEn. TheEyes^f ote Troubles. Tubeeculoms. 

H.*:* S\ WoJtp T« H»l» 0 . n. c»», 

Heaum of ehe Shin. How /ct Live 
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llBssn. Ftmu&mto 

I 

Ofhe Ulir^ of DoTpflon 

Handy Editiom of the great Devotional Bools, well edited 
With Introductions and (where necessary) Notea^ 
Small PoU Svo, 3s. nti and ^ ’ 


Little Book| on Art 

With many Illustrations, bemy i6mo. 51. net each volume 


Each volume consists of about 200 pages, and contains from 30 to 40 
Illustrations, including a Frontispiece "in Photogravure . 


ALSncBT DtJRU. Tn Arts or Japan. 
B«gKrLAT|». Botticrlu. Burmr* 
JoMBi. Crluni. Cfribtian Symbolism. 
Christ in Art. Cl|'jdr. Constable. 
Corot. Early English Water-Colour. 
Enamels. Frederic Leioktom. George 
Roumey. Greek Art. Greuse and 


Boucher. Holbein. Illuminatso 
Manuscruws. Jr^llery. Johc Hopp* 
HER. Sr^JobhuI^ Reynolds. Millet. 
Miniatures. Our Lady ih •Art. 
Raphael. Rodin. Tdrher. Vamdyos. 
Waits. 


The Uttle Guides 

With many Illustrations by E. H. New and other artists, and from 

photographs ^ 

Small Pott Svo. 4s. net to 75. 6d. net. 

Guides to the English and Welsh Counties, and aamo w^h-known districts 

The main features of these Guides are (i) a h|ndy and charming form} 
(2) illustrations from photographs and by well^j^wneart^ts ; (3) good 
plans and map%>^ (4) an adequate but compact presentation of everytoig 
that is Interesting in the natural features, history, archaeology, and archi* 
tecture of the town or district treated. 


The Little Quarto Shakespeare 

Edited by W. J. CRAIG. With Introduptions and Notes 

PoU i6me. 40 Voluiftes. Leather, price isi gd. riet each volume 
Cloth, IS. 6d. net, 

* Plays^ 

Feap. Bvo. s*- f 


IfittiTONBt. Anold Bennett and Edward 
Knoblook. Bkrtnih Eduion. 
J^gEAi^uiaBAND, Am. Oicar Wilde. Aet~ 

^ Kisiwt. Edward Knoblock.. Pottrtk Edi- 

tUm, 

)|aes Cass, Tn. George PleTdeU. 


The Great ADYstems. Anold BeaseU. 
mfth Edition. 

General Post. J. B. Harold Teiff. 
Swond Edition. 

The HSeetmoom. Arnold BeaMtt 7 Mnl 
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EkAMWAM a A. W0MV«JLAVCia 


tlhutraUd , 


Alt AsOPt FifiMO, fi. nd. Alpikb 
Ssi’iiio A* All Hxi<»n amd Sbasoks, 

g i. mL Cbdm Su-iRo, 5$, hd. 

our Dop AMD DoNJi'i. nd. 

Qincx Con to Gooir ObLr, as. nd. 
iMSpnBo Gour.^i. 6d. nd. Driving, 
Apvroacbino, PorriMG, as. nd. Golf 
Clom AMO How ro Uix Thsx, as. nd. 
Txx SxcxKV OP Golf for Occasions* 


Series 

Fhp. 800 - 


XMIAU, YIW. Mwm 3*. nm. 

Lawn Trmhu Do*8 and Donf's, si. imi. 
Lawn Txnnis for Yoomq Platxi^ 
2s_&/. rut. Lawn Tinnis iroR Clom 
P raviRS, as. 6d. nd. Lawn Tmnmis for ^ 
Match Playrrs, as. 6d. nd. Hocmmy. 


45. n 

XNO, 


„. How to SvMki, as. nd. PoxtaL. 
35 . 6d. nd. Skatimo, 31 . 

ITUNO. as. rut. 


The Westminster Commentaries 

General Editor, WALTER LOCK 


p Demy 

iWM ActcSf m*AposTUia, las. 6d. nd. 
Amos, 8s. 6d. nd. I Corinthians, 8s. 
6d. \9t. Bxodos, mt. hsWEzzkirl, 
xas.^. nd. Grmxsxi^6i. nst.^xBRRws, 
8s. A. nd. ISAXAH, z6s. nd. Jkrrmxah, 


8vo 

i6s. nd. Job, 8s. 6d. ttd. Txi PAttoxAL 
Epistlrs, 8s. 6d. nd. Thi PHiUFrnMtt, 
8s. 6d. nd. St. Jamis, 8s. %(. imAIb. 
Matthxw, lit. ndjn St. Lvkx, issamL 

• 


Methuen's Two-Shilling Library 

Cheap Editions of many Popular Books 
Fcap. Zvo 


Part III.— A Selection of Works op Fictioh 


GtoBMtt (AnieM)- 

Clatmamoer, 8s. nd. Hilda Lssswats, 
8s. M. nd. These Twain. The Card. 
The Regent: A Five Towns Story of 
Adventure in Londc*. Tgi Price of 
Love. Buried Alive. SPMan from 
ras North. Whom God bath Joined. 
A Great Man : A Frolic. Mb Prouack. 
AU 7$. 6d. Tie IflIrADOs of the 

Fivi Towme, w. nd. 

wSwbtgbnm (Oeorge A)— ^ 

Sfanxsh Gold. The Sbabch Party. 
The Bad Times. Uf, the Rebels. The 
LostLawtbb. All7Sr6d.nd. Inisbkbny, 
8s. 6d. Mf. The Great-Grandmother, 
7s. 6d. nd. Found Money, 7s- 6d. nd. 
• 

BRirouflis (Edgtr Blee)— • 

^rxan of the Apes, 6s. rrd. xhe 
Return of Tarzan, 6s. nd. The Beasts 
OF Tarzan, 6s. rrd. The Son of T arzan, 
6s. nd. JUNOLE Tales of Tarzan, 6s. 
nd. Tarzan and the Jewels of Opar, 
6s. nd. Caezah the Untamed, 7*. nd. 
A Princess of Maes, 6s. nd. The Gnvi 
OF 6s. nd. The Warlord %f 

Mab« 61. rut. Thuvia, Maid of Mari, 
6s. fMl* T arzan tiH Terrible, as. 6d. rut. 
The Mucker, 6s. nd. 0 £hk Man with- 
out A Soul, 6s, nd. The Chessmen wf 
Maes, 6s. n$L A» the Eaetu’s Core, 
6t. fML 


ViCTOHjf: 


An 


Island Tsle. Cr. 8po. 9s. nd. Tee 
Secret Agent : A Simple Tale. Cr. 8eo. 
95. nd. Under Western EtA. Cr, 
8po. 95. nd. Chance. Cr. 8 »o. 9s. nd , 

Corelli (Msrle)- 

A Romance of Two Worlds, 7s. 64, 1 ^. 
Vendetta : or, The Story of One For* 
gotten, 8f. nd. Thelma : A Norwegisn 
Princess, 8s. 6d. nd. E^ath : The Story 
of a Dead Self, 75. 6d. nd. Tun Soul of 
Liutk, 75 . 6d. nd. Wormwood ; A Drama 
of Pans, 8s. nd. Barabbas : A Dxearo of 
the World’s Tragedy, 75- 64. nd. Tun Sor- 
rows of Satan, 75 . 64. nd. The M^^re- 
Christian, 8s. 64. rut. Temporal Pc^« *. 
A Study in Sujpremacy, 6s. nd. God s 
Good Man : A Siinpie Love Story, 8s. M. 
nd. Holy Orders : The Tragedy ol s 
Quiet Lifcw85. 6<l. nd. The Mighty Atom, 
7 s, 6d. n^ Boy : A Sketch, 7i. 64. net. 
Cameos, 6s. n€t. The Life Everlasting, 
8s. bd. nd. The Love of Long Ago, and 
Other Stories, 8s. 6d. nd. IhnoCeht, 
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